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4154 Mr. Purdue: At the outset, Mr. Examiner, I desire 
to propose a stipulation. 

At Transcript Page 2902, Mr. Goll was requested to fur¬ 
nish some information respecting Schedule No. 23 of Exhibit 
A to Appendix 1 of Item C, which schedule pertains to the 
cost of miscellaneous investigations applicable to possible 
future property acquisitions in Arkansas. 

Mr. Barber and Mr. Goll have furnished me that informa¬ 
tion off the record, but due to the pressure of things it has 
not been formally made a part of the record, so the stipula¬ 
tion I wish to propose is that the investigations there re¬ 
ferred to were made prior to April of 1925. 

Mr. Barber: That is acceptable, Mr. Examiner. 

• «•«••• 

355 S. W. Kittleman was called as a witness, and 
after being duly sworn and examined, testified as 

follows: 

Direct examination. 

By Mr. Young: 

Q. Please state your name. 

A. S. W. Kittleman. 

Q. Where do you live? 

A. Pine Bluff, Arkansas. 

Q. What is your present employment? 

A. Valuation Engineer for the Arkansas Power & Light 
Company. 

Q. How long have you been so employed? 

A. Since June 1933 or over 14 years. 

Q. Prior to your employment by the Arkansas Power 
& Light Company what was your training and experience? 

A. In June 1910 I was graduated from Colorado College 
located in Colorado Springs, Colorado, with the degree of 
Bachelor of Science in Civil Engineering. Between that 
date and January 1913 I was employed in various engineer¬ 
ing capacities on engineering projects located in Utah, 

356 Wyoming, California and Colorado, these projects 
comprising irrigation systems, highway construe- 
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tion and municipal works. In January 1913 I accepted 
employment with the Utah Power & Light Company located 
in Salt Lake City, Utah, and from that date until June 
1933, except for a period during World War I when I 
served as Lieutenant in the United States Army Engineer¬ 
ing Corps, nine months of which I spent overseas, I re¬ 
mained in the employ of that company. 

During my employment with the Utah Company, I held 
various positions in connection with the design, construc¬ 
tion, and appraisal of Electric utility properties. 

Q. Please explain the nature of the work you have been 
engaged in since your employment by the Arkansas Power 
& Light Company. 

A. In June 1933 I accepted a position as Valuation Engi¬ 
neer of the Arkansas Power & Light Company and have 
served in that capacity continuously since that date. Dur¬ 
ing this period I have had responsible charge of the prepa¬ 
ration of inventories and appraisals of certain portions 
of the Arkansas Company’s properties and also portions of 
the Mississippi Power & Light Company’s properties. 

The Arkansas Company was required by the Arkansas 
Department of Public Utilities to prepare a complete in¬ 
ventory and reproduction cost new less depreciation of its 
electric property. This inventory and appraisal was 
prepared as of December 31, 1937, under my supervision 
and filed with the state authority. The inventory of 
357 the Company’s property was made in complete de¬ 
tail and a detailed appraisal prepared. 

I also had responsible supervision over the work as¬ 
signed to the Engineering Section of the Company’s origi¬ 
nal cost and plant reclassification work as required by both 
the Federal Power Commission and the Arkansas Depart¬ 
ment of Public Utilities. 

• •••••• 

Cross-examination. 

By Mr. Purdue: 

968 Q. In your testimony on direct examination con¬ 
cerning the Picron Acquisition, you made mention of 
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a report for the Electric Power & Light Corporation w 
was made at or about the time of the acquisition by Electric 
Power & Light of the Couch properties, and which report 
Mr. Moses had agreed to furnish at the time that he testified 
as appears at transcript page 104. Have you yet been able 
to procure that report? 

A. Yes, I believe that this report which you looked at 
a moment ago is that report. 

Q. I see. Would you please state for the record the title 
of the report, its date, and by whom, if anyone, it is signed, 
and the approximate number of pages ? 

A. The title of this report is “Report on Equipment, Pro¬ 
duction Costs, Operation, Betterments of Steam, Hydro, 
and Ice Plants Operated by Southern Power & Light Com¬ 
pany, Holding Company for Arkansas Power & Light Cpm- 
pany,”—that reads “Arkansas Power & Light Company,” 
and it is possible it should have read “Arkansas Light & 
Power Company”—“the Pine Bluff Company, Mississippi 
Power & Light Company, Louisiana Power Company, Loui¬ 
siana Power & Light Company. ’ ’ 

The title sheet in the report is not dated, but included in 
the report there are two letters, one of which is addressed 
to Mr. J. C. Phillips, Assistant Engineer, Electric B<j>nd 
& Share Company, by Mr. M. W. Rice. That letter is dated 
September 23,1925, and there are various tabulations 
969 contained in the report covering equipment and 
production cost data, which tabulations are dated 
January 1 to July 1, 1925. 

The report contains some 96 numbered pages, and in 
addition to those 96 numbered pages there is a letter in fhe 
back of the report addressed to Mr. 0. H. Simonds, Electric 
Bond & Share Company, by Mr. M. W. Rice, which letter 
contains ten pages plus two exhibits in chart form. 

Q. What is the date of that letter? 

A. That letter does not seem to be dated, either. 

Q. By whom does the report appear to have been made? 

A. By whom ? 

Q. By whom. 

A. The letters of transmittal are signed by Mr. M. W. 
Rice. One of these letters states that the report—“This 
report is the result of a two-weeks’ automobile trip through 
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Arkansas, Mississippi, and Louisiana covering nearly all 
of the Southern Power & Light Company’s properties. 
From the New York office there were the following men who 
made this trip: Mr. Murphy, Mr. H. L. Melvin, and Mr. 
J. C. Phillips.” 


Q. Is it not correct that the costs of all of Arkansas 
970 Power & Light Company’s transmission lines and 
generation facilities necessary to the integration 
of the company’s properties were included in the plant ac¬ 
count of the company and in so far as they are still in oper¬ 
ation are still in the company’s plant account? 

The Witness: The construction costs of such lines neces¬ 
sary for integration, which are still in operation, would be 
included in the plant account of the company. 

Q. The construction cost of the generation facilities, too, 
would they not? 

A. Yes, whatever generation facilities have been con¬ 
structed, construction cost would be in plant account. 


971 Mr. Purdue: I would like to ask counsel at this time 
whether or not they claim that any portion of the 
amount in Account 100.5 represents tangibles. 

Mr. Young: I don’t think we have made any affirmative 
claim. We might do so, but we have not made any such 
affirmative claim. 

Mr. Purdue: If the Examiner please, what I am undertak¬ 
ing to ascertain is whether or not the company proposes 
to put on any evidence to that effect. If not we say they 
must be deemed to have waived it 

Presiding Examiner: I think until the company stands up 
and says “That is our case and we are all through” they 
may or may not, according to their own pleasure, state what 
they intend to put on. They are now in the process of put¬ 
ting on their case. I do not believe you can pin them down 
and make them answer a question as to what they intend to 
put on until they are through. 

Mr. Young: We might change our minds, Mr. Examiner. 
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Q. Mr. Kittleman, did you make a study to determine 
whether any portion of the amount now in Account 100.5 
represents tangible property? 

972 A. Only to the extent of identifying a portion of 
that amount as pertaining to increased structural 
value at the time of acquisition. 


• •••••• 

1970 Direct examination: 

By Mr. Purdue: 


1972 Q. Now, going to another subject, I hand you Item 
C. Directing your attention to page 66, of Appendix 

1 to Item C, I will ask you if the retirements there shown 
were made at a nominal value basis. 

• • • • • • • 

A. Well, I wouldn’t think that you could broadly define 
those retirements all of them as having been made 

1973 at nominal value, whatever nominal means. 

It would appear to me that some of them might be 
considered as having been made at nominal value. 

Q. Well, would you say that all of them are retired at 
nominal or say salvage value, were they not, Mr. Kittle- 
man ? 

A. No, I wouldn’t say that. 

Q. Which ones were not? 

A. Well, there is quite a few in that list that were retired 
at approximately the original cost which we later deter¬ 
mined. 

Q. Which ones? 

A. Do you wish me to enumerate all of them? 

Q. Please. 

A. Well, starting with the third one, Brinkley plant, at 
not too much less than the original cost. 

Fordyce is not too much less. 

Hamburg was retired at more than the original cost. 
Newport plant seems to have been retired at something 
other than nominal value. 


I 

I 
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Beebe seems to have been retired at something other than 
nominal value. 

Dumas Internal Combustion plant was. 

Eudora was. 

Gillett; Hamburg, Holly Grove; McGehee; New- 
1974 port Internal Combustion plant was. 

Pangburn was. 

Portland, and the last few items, miscellaneous trans¬ 
mission lines; miscellaneous distribution lines, and miscel¬ 
laneous substation equipment were apparently retired at 
substantially the later determined original cost. 

• •••••• 


Q. Mr. Kittleman, the rest of the items listed on page 66 
were retired at nominal or junk value, were they not? 

A. No, I wouldn’t say that. They were retired at some 
value, I wouldn’t designate it as nominal or junk value in 
all cases. 

Q. Well, for the purpose of refreshing your recol- 
1975 lection, I would like to call your attention to your 
testimony at Page 3194 of the Arkansas Department 
of Public Utilities hearing held in 1944. 

A. Well, it says here there were some retirements made at 
salvage value, or junk value, and that is true now just as 
it was then. 

Q. I see, and it is correct to say then that the Internal 
Combustion generators listed on Page 66 of Item C of ap¬ 
pendix one to Item C, were retired at salvage value or junk 
value 1 

A. No, that isn’t correct with respect to all of the retire¬ 
ments of internal combustion engine plants. 

Q. Well,— 

A. I don’t know what particular plants are referred to 
in this transcript. It may have been some particular plants. 
I would not know without reading it all. 

Q- Well, in your testimony there, refreshing your recol¬ 
lection, would you not say you were testifying relative to 
the plants listed on page 66 of appendix one to Item C 1 

A. No, I don’t think that entirely refers to this page, 
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because it says up here that in this exhibit at a second 
column, which is Mr. Pitman’s replacement column. 

Now, there is nothing on this page that—of that. 

Q. Well, it is true that the plants listed on Exhibit 

1976 66 other than the ones which you have specified were 
retired at salvage, nominal or junk value, were they 

not? 

A. Well, I don’t think this is Exhibit 66. 

Q. I mean page 66. I beg your pardon. 

A. I did say that some of them might be considered as 
having been retired at salvage or junk value. 

Q. Well, specifically, they are the ones other than those 
which you have specified. 

A. No, they are not. There is quite a- 

Q. Well, go ahead and specify the others that were not 
retired at salvage value in your judgment, or junk, nominal 
value. 

A. Well, here is another cotton plant, steam plant. 

Q. Yes. 

A. Original cost, $2,023, retired at $1403. 

Q. All right, go ahead and name any others. 

A. De Yalls Bluff Steam plant, original cost $8,690, re¬ 
tired at $3,075. 

Q. You didn’t consider that nominal value? 

A. No, I wouldn’t consider that nominal value. 

Harrison, original cost $23,600, retired at a little lgss 
than half, $10,735. 

Kensett Steam Plant, original cost $2,000, retired at 
$1500. 

Malvern, original cost $57,592, retired at $27,000. 

1977 Q. Yes. 

A. Here is one I overlooked before, Gurdon, re¬ 
tired at—original cost $19,846, retired at $16,520. 

Lepanto, original cost $10,500, retired at $5,390. 

Wilmot, internal combustion plant, original cost $6,740, 
retired at $2,982. 

That about covers it I think. 

Q. You would say that the other plants listed on page 66 
were retired at nominal value, would you not? 

A. Yes, I think so. 
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Q. And that was because the company didn’t attribute 
any value to them when they bought them? 

A. That is the way I would consider it; yes, sir. 

Cross-examination. 

By Mr. Lasley: 

Q. In making up the original cost statement, those plants 
have been retired since at the original cost value, haven’t 
they? 

A. Yes, this page 66 which counsel was exhibiting here, 
is a statement of the adjustment which we made ad- 
1978 justing those retirements to estimated original cost. 

Q. In other words, the second column on page 66 
is an earlier retirement of them, and the net adjustment 
column is the later and the two together equal the original 
cost of the property; is that correct? 

A. Yes, sir, that is right. The first column you refer 
to is the- 

Q. Original- 

A. Retirement recorded on the company books at the time 
that retirement was made, and we adjusted that to our 
estimate of original cost. 

Q. Yes, sir, and the first column on 66 shows the original 
cost. 

A. That is our- 

Q. The second column shows the amount at which it had 
been earlier retired, and the third column shows the 
amount of additional retirement and when you made up this 
statement. 

A. That is correct. 

Q. And all of the original cost of those properties have 
now gone out. 

A. Yes, that retirement adjustment has been recorded 
on the company’s books. 

*••••*• 

1024 Paul Grady was called as a witness, and after hav¬ 
ing been duly sworn and examined, testified as fol¬ 
lows : 
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Direct examination. 

By Mr. Barber: 

Q. Please give your name and address. 

A. My name is Paul Grady. I reside in Greenwich, Con¬ 
necticut. 

Q. What is your profession? 

A. I am a partner in the firm of Price, Waterhouse & 
Company, Certified Public Accountants. 


1025 Q. Mr. Grady, will you please give a resume of 
your education and professional experience? 

A. I graduated from the University of Illinois and re¬ 
ceived the degree of bachelor of science. During the tjime 
that I was in the university I majored in accountancy and 
actuarial mathematics, was awarded scholastic honors |and 
was elected to several honorary scholastic societies. Upon 
graduation from the university, I joined the firm of Arthur 
Andersen & Company, Certified Public Accountants. I [was 
associated with that firm in various capacities | for 

1026 approximately twenty years, the last ten of which I 
was a partner. During five of those years I wasj the 

partner in charge of the utility work in the firm’s New 
York office. 

Subsequently I returned to Chicago and was in charge 
of the utility work for the entire firm for a period of about 
three years. 

I left the firm of Arthur Andersen & Company in the 
early part of 1942 to go with the Navy Department, at the 
request of Mr. Forrestal, for the purpose of assisting in the 
organization and policy determination of the Cost Inspec¬ 
tion Service of the Navy Department. After completing the 
organization of Cost Inspection Service, I made a compre¬ 
hensive survey of the accounting organization and proced¬ 
ures for the Navy Department. The suggestions contained 
in the report on this survey have resulted in a substantial 
reorganization of the accounting and financial operations 
of the Navy Department. I relinquished the full-time as¬ 
signment with the Navy Department in May, 1943, but have 
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given such consultation as has been required subsequently, 
relating to cost inspection, accounting, procurement and con¬ 
tract termination matters. 

I became associated with Price, Waterhouse & Company, 
in May, 1943 and at the present time I am a partner of the 
firm and I am located in the New York office. In my prac¬ 
tical experience, of a quarter of a century, I have dealt 

1027 with accounting and auditing problems of public 
utility, manufacturing, mercantile, financial and nat¬ 
ural resource enterprises. I also engaged in a substan¬ 
tial amount of professional work for Government agencies 
such as Reconstruction Finance Corporation, Federal De¬ 
posit Insurance Company, Rubber Reserve Company and 
Rubber Development Company. 

I am now engaged on a comprehensive survey of all 
Federal lending agencies for the Commission on Organiza¬ 
tion of the Executive Branch of the Government. I passed 
the C.P.A. examination in Illinois in the spring of 1923 
and subsequently have obtained similar certificates from 
nine other states. I am a member of the American Institute 
of Accountants, the New York Society of Certified Public 
Accountants and the Illinois Society of Certified Public 
Accountants. I have served on numerous committees of the 
foregoing professional societies. I was chairman of the 
special committee on Public Utility Accounting of the Ameri¬ 
can Institute of Accountants in 1939-40 and during the past 
four years I have been chairman of the Institute’s Commit¬ 
tee on Auditing Procedure. 

Q. Are you the author of any books or articles on account¬ 
ing or auditing subjects? 

A. I have not written any books for general publication, 
but have written several articles which have been published 
in professional literature such as The Journal of 

1028 Accountancy, The Accounting Review and in the 
year book of the American Institute of Accountants. 

Q. What, in your opinion, are the generally accepted 
accounting principles and criteria which should be followed 
in recording the purchase of any commercial or industrial 
operating business enterprise? 

A. In accounting for the purchase of a business enter¬ 
prise it is necessary, first, to know the total cost of the 
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acquisition, after providing for any liabilities assumed, qnd 
second, to make an appropriate allocation of such total 
cost to the various assets. Each of these matters involves 
several points of accounting principle and criteria. 

The total cost of acquisition should be the total cash 
paid plus the cash value of non-cash assets transferred or 
securities issued or liabilities assumed by the purchaser. 
In determining the cash value of non-cash elements of con¬ 
sideration it is acceptable to determine the fair value of the 
consideration given or of the properties acquired, whichever 
is the more clearly evident. The total purchase price is 
presumed to coincide with value at the date of acquisition 
and, obviously, represents a capital investment expenditure 
to the new owner. Cost to the present owner is the accepted 
basis of accounting and such cost should, therefore, be Ire- 
fleeted in the purchaser’s accounts. 

Having determined the total cost of acquisition, it be¬ 
comes necessary to deal with the allocation thereof to 
1029 the various classes of assets. In this connection it 
should be stated that purchases and sales of going 
enterprises, in practically all instances, are closed by ne¬ 
gotiation of an overall consideration for the entire enter¬ 
prise rather than negotiation of separate prices for the vari¬ 
ous classes of assets embraced in the enterprise. The assets 
embraced in the enterprise ordinarily consist of the follow¬ 
ing: 

Current assets 

Prepaid items and charges applicable to future opera¬ 
tions. 

Fixed assets: 

Tangible—Buildings, equipment, etc. Land 

Intangible— 

Limited term items such as patents, copyrights franchises, 
etc. 

Unlimited term items such as trademarks, organization 
costs, integration costs, going concern value, goodwill, etc. 

In dealing with the segregation of investment it is veil 
to bear in mind that the present value of all business enter¬ 
prises is based primarily on the expectation of future earn¬ 
ings. This is generally admitted by all authorities includ¬ 
ing regulatory commissions and courts. Such expectation 
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of earnings is itself of an intangible nature. In- 

1030 tangibles are really the substantive elements of busi¬ 
ness values and the segregation of the investment for 

accounting purposes is no reflection on the genuineness of 
the intangible assets. It is customary, however, to make an 
accounting segregation of the total investment even though 
such segregation may be somewhat arbitrary. The reasons 
for the segregation of the total investment are, first, in order 
to maintain a conventional accounting record of the funds 
invested in the respective classes of assets at date of acqui¬ 
sition and, second, in order to provide a basis for depre¬ 
ciating or amortizing the cost of the items having definite 
or estimated limited term periods of usefulness. 

In most instances, the portion of the total consideration 
assignable to current assets and prepaid items is readily 
ascertainable and should represent the fair value of such 
items at the date of purchase. The part of the total cost 
to be allocated to tangible fixed assets and to limited term 
intangibles, while often more difficult to ascertain, should 
likewise represent the reasonable value thereof. The re¬ 
mainder, if any, of the total purchase cost, after deduction 
of the portions assignable to current assets, prepaid items, 
tangible fixed assets and limited term intangible fixed assets, 
is considered to represent the cost of unlimited term intan¬ 
gible fixed assets. This treatment of the remainder is 
entirely consistent with the previously stated pur- 

1031 poses of the allocation. In making the foregoing allo¬ 
cations of total investment, current price levels and 

condition of the properties and the reasonable judgment of 
the new owner should be given predominant weight. Cost 
or book values to previous owners are not significant unless 
they happen to coincide with and represent the best evi¬ 
dence of the reasonable value to the new owner. 

Q. Would your answer be changed in any respect if 
the business purchased is an operating electric utility and, 
if so, please explain the reasons for and extent of the 
change. 

A. The answer would not be changed in so far as it relates 
to the determination of the total cost. The definition of cost 
given on page 4 of the Uniform System of Accounts is in 
agreement with my answer and is as follows: “ ‘Cost’ 
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means the amount of money actually paid for property or 
services or the cash value at the time of the transactions of 
any consideration other than money. ’ ’ 

With regard to the segregation of the total cost to various 
assets, the answer would not be changed in principle. How¬ 
ever, the mechanics of reflecting the accounting would be 
changed due to the requirements of the Uniform System of 
Accounts. In order to simplify the matter, I shall deal only 
with the treatment of the part of the investment applicable 
to fixed assets and, in doing so, I shall omit the temporary 
accounting step of clearing the cost through sub- 

1032 account 391 of electric plant in service which is re¬ 
quired by the Uniform System. 

The distribution of the total purchase price of property 
acquisitions to the principal subclassifications under elec¬ 
tric plant accounts provided in the Uniform System of Ac¬ 
counts with an indication of further distributions betweten 
tangibles and intangibles is set forth in the following out¬ 
line: 

Portion equal to original cost 

Account 100.1—Electric Plant in Service 

(1) Intangibles to be recorded in subaccounts 302 and 
303. 

(2) Tangible properties to be recorded in subaccounts 3jl0 
through 390. 

Account 100.2—Electric Plant Leased to Others 

(1) Intangibles to be recorded in subaccounts 302 and 303. 

(2) Tangible properties to be recorded in subaccounts 
310 through 390. 

Account 100.3—Construction Work in Process 

(1) Tangible construction not yet completed. 

Account 100.4—Electric Plant Held for Future Use 

(1) Intangibles to be recorded in accounts 302 and 303. 

(2) Tangible properties to be recorded in subaccounts 
310 through 390. 

1033 Remainder of purchase price representing differ¬ 
ence between original cost and cost to the utility 

Account 100.5—Electric Plant Acquisition Adjustments 

(1) Intangibles 

(2) Tangible properties 
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Note—Specific provision is not made in the Uniform Sys¬ 
tem for recording this portion of the utility’s investment in 
classified accounts. However, such classification or identifi¬ 
cation by property units must be carried out in order to 
properly account for the utility’s investment. 

It will be noted from the above outline most of the major 
subclassifications of the purchase price include both intan¬ 
gible and tangible properties and, furthermore, that it is 
necessary to combine the data recorded in all of the accounts 
to obtain the total cost to the utility. 

Q. What are the generally accepted accounting principles 
and criteria which should be followed in subsequently ac¬ 
counting for changes in the tangible fixed assets acquired 
by any commercial type of business enterprise? 

A. The investment in depreciable tangible fixed assets 
should be reserved for by some reasonable and systematic 
method of depreciation over the estimated lives of the 
1034 assets. Maintenance and operating policies and the 
decisions of management will, of course, have a mate¬ 
rial effect upon the estimated lives and may cause them to 
vary from time to time. 

The accounting for subsequent changes in the tangible 
fixed asset accounts should consist of the addition to the 
accounts of the cost of new property constructed or acquired 
and the removal or retirement from the accounts of the cost 
of properties taken out of service as a result of sales, re¬ 
placements, or abandonments. Such removals or retire¬ 
ments would involve appropriate charges to the deprecia¬ 
tion reserve. 

Q. Would your answer relating to the subsequent account¬ 
ing for tangible fixed assets be changed if it is assumed 
that you are dealing with an electric utility? 

A. The general answer would not be changed in principle 
but, again, the mechanics of the accounting would be changed 
due to the provisions of the Uniform System of Accounts. 

Under the Uniform System of Accounts the provision for 
depreciation of the investment in tangible depreciable fixed 
assets would have to be dealt with in two parts. 

Depreciation provisions relating to the original cost of 
the properties would be charged to depreciation expense 
and credited to depreciation reserve and the depreciation 
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provisions applicable to the excess of the utility’s cost oyer 
original cost should be charged to Account 50p— 

1035 Amortization of Electric Plant Acquisition Adjust¬ 
ments—and credited to Account 252—Reserve for 

Amortization of Electric Plant Acquisition Adjustments^ 

In accounting for subsequent changes in a utility’s 
tangible properties the cost of new construction is charged 
initially to the subaccount 100.3—Construction Work! in 
Process—and is cleared from that account usually to Ac¬ 
count 100.1—Electric Plant in Service—Although certain 
additions might be cleared to Account 100.2 or 100.4| if 
they related to leased plant and held for future use, [re¬ 
spectively. The investment reflected in accounts 100.1,100.2 
and 100.4 therefore represents the original cost of prop¬ 
erties acquired plus the cost of construction of additions, 
betterments and replacements since the date of acquisi¬ 
tion. 

Upon the removal of tangible property from service due 
to sale, replacement or abandonment, the portion of the 
utility’s investment recorded in Accounts 100.1, 100.2 and 
100.4 should be removed from those accounts and charged 
to the depreciation reserve. The portion of the utility’s 
investment recorded in Account 100.5—Electric Plant Ac¬ 
quisition Adjustments—should be removed from that Re¬ 
count and charged to Reserve for Amortization of Electric 
Plant Acquisition Adjustments. 

Plant instruction Number 2 of the Uniform System (of 
Accounts provides that the utility shall carry out a classifi¬ 
cation of its plant accounts in such a manner as to show both 
the original cost and the cost to the utility of }ts 

1036 electric plant. Looking beyond the technical pro¬ 
visions of the Uniform System the utility has the 

responsibility common to all business enterprises of prop¬ 
erly accounting for its own property costs to its security 
holders. It necessarily follows that the utility should de- 
count for the various elements included in the plant acquisi¬ 
tion adjustments account in such manner that the data con¬ 
tained in this account in combination with the data recorded 
in the other major subaccounts of the utility plant caption 
will set forth investments of the company in various classes 
of tangible properties. This condition should exist not only 
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at the time original cost is first set up in the detailed classi¬ 
fied accounts but at all times thereafter. The only way to 
accomplish this purpose is to maintain detailed classified 
subsidiary accounts to support the total amount of the 
utility’s cost included in the acquisition adjustment account 
which is assignable to tangible properties in the same way 
that such accounts are required to be maintained for the 
original cost portion of the investment classified in Ac¬ 
counts 100.1, 100.2 and 100.4. On this basis subsequent 
changes in the company’s tangible properties may be ap¬ 
propriately accounted for as previously set forth. 

Q. What are the generally accepted accounting principles 
and criteria which should be followed in accounting sub¬ 
sequently for the investment in intangible assets 
1037 acquired by any commercial type of business enter¬ 
prise? 

A. The generally accepted accounting principles which 
should be followed in accounting subsequently for the in¬ 
vestment in intangibles makes it necessary to distinguish be¬ 
tween the two major classes of intangibles, namely: 

Type a—Those having limited terms of existence, and 

Type b—Those having unlimited terms of existence. 

The generally accepted accounting principles for dealing 
with intangibles are well stated in Accounting Research 
Bulletin No. 24 issued by the Committee on Accounting 
Procedure of the American Institute of Accountants in De¬ 
cember 1944. The following is quoted from the summary 
statement of such bulletin: 

“ (1) The initial carrying value of all types of intangibles 
should be cost, in accordance with the generally accepted 
accounting principle that assets should be stated at cost 
when they are acquired. In the case of non-cash acquisi¬ 
tions, cost may be determined either by the fair value of the 
consideration given or by the fair value of the property 
acquired, whichever is the more clearly evident. 

“ (2) The cost of type (a) intangibles should be amortized 
by systematic charges in the income statement over the 
period benefited, as in the case of other assets having a 
limited period of usefulness. 
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1038 “(3) The cost of type (b) intangibles may be 
carried continuously unless and until it becomes rea¬ 
sonably evident that the term of existence of such intangibles 
has become limited, or that they have become worthless. 
In the former event the cost should be amortized by sys¬ 
tematic charges in the income statement over the estimated 
remaining period of usefulness or, if such charges would 
result in distortion of the income statement, a partial write¬ 
down may be made by a charge to earned surplus, and the 
balance of the cost may be amortized over the remaining 
period of usefulness. If an investment in type (b) in¬ 
tangibles is determined to have become worthless, the 
carrying value should be charged off either in the income 
statement or to earned surplus as, in the circumstances, n}ay 
be appropriate. 1 In determining whether an investment! in 
type (b) intangibles has become, or is likely to becotne 
worthless, it is proper to take into account any new and 
related elements of intangible value, acquired or developed, 
which have replaced or become merged with such intangibles. 

“(4) Where a corporation decides that a type (b) In¬ 
tangible may not continue to have value during the entire 
life of the enterprise, it may amortize the cost of 

1039 such intangible despite the fact that there are no pres¬ 
ent indications of such limited life which would re¬ 
quire reclassification as type (a), and despite the fact tliat 
expenditures are being made to maintain its value. In 
such cases the cost may be amortized over a reasonable 
period of time, by systematic charges in the income state¬ 
ment. The procedure should be formally approved, pref¬ 
erably by action of the stockholders, and the facts should 
be fully disclosed in the financial statements. Such amorti¬ 
zation is within the discretion of the corporation and is Hot 
to be regarded as obligatory.” 

| 

As indicated in the preceding quotation the investment 
in unlimited term intangibles is clearly a capital item. 

Since cost to the present owner is the recognized account¬ 
ing basis, it is of economic as well as of accounting sig- 
— 

1,1 Other problems arising from partial loss of value of 
type (b) intangibles are not dealt with herein.” 


I 
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nificance to maintain the identity of the capital devoted to 
the enterprise in order that it may be related to the operat¬ 
ing results. Therefore the only accounting justification for 
amortization of cost of organization, integration, going 
concern, goodwill and other unlimited term intangibles is 
that a part of the cost thereof is applicable to the operations 
for the period. 

1040 If it is the policy of an industrial enterprise to 
force an early realization of the goodwill or other 

intangibles purchased by methods such as cheapening the 
products or services, or discontinuing advertising and other 
appropriate maintenance expenditures, it is clear that the 
investment in intangibles should be amortized by charges 
to income over the estimated period of realization. On the 
other hand, if the policy of the owner is to fully maintain the 
intangible investments by high quality products or services 
and by continued advertising and other maintenance ex¬ 
penditures, the investment should not be amortized or writ¬ 
ten off unless and until there is permanent impairment in 
earning power. 

It is claimed by those who advocate amortization of all 
intangibles that, even though the investment in unlimited 
term intangibles is fully maintained by current expendi¬ 
tures, the capital investment is depleted and should be 
charged off. This argument is wholly fallacious. It is 
comparable to saying that the first cost of tangible prop¬ 
erties replaced through maintenance should also be charged 
to expense at the time of replacement, which would clearly 
result in an unwarranted understatement of cost of fixed 
assets and a corresponding overstatement of operating 
expenses. Similarly, the charging off of unlimited term 
intangibles, such as goodwill, integration costs, etc., which 
are being fully maintained, would result in an understate¬ 
ment of cost of fixed assets and an overstatement 

1041 of expenses. This would be true even though it 
miarht be demonstrated in an unusual case that the 

original intangibles had ceased to exist and had been re¬ 
placed by new values attributable to the subsequent ex¬ 
penditures which were charged to costs of operations. 
Under such circumstances, it could not fairly be claimed 
that the original investment should be charged off without 
at the same time admitting the reasonableness of capitaliz- 
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ing an equivalent amount of the subsequent expenditures, 
which would constitute a meaningless and senseless account¬ 
ing procedure. 

It is also claimed that the cost of intangibles should in 
some manner be related to the tangible properties acquired 
and should be written off when the tangible properties 
acquired have ceased to exist. Obviously, the unlimited term 
intangible investment costs have nothing to do with specific 
units of physical plant which are replaced in a piece-jjneal 
fashion from time to time without any ill effects upon the 
business of the enterprise. Such intangible costs are 
clearly related to the total economic value of the enterprise, 
which means its ability and expectancy, under normal Con¬ 
ditions, to produce more than a minimum return on the 
cost of the bare bones of physical plant and working capital. 

The advocates of amortization of unlimited termj in¬ 
tangibles sometimes advance the broader premise 
1042 that, even if the life of such items is admitted tj) he 
practically coterminous with the life of the enterprise, 
an amortization program should be undertaken because all 
enterprises will end sometime. If this is a valid justification 
for amortization of intangibles, it applies with equal f<j>rce 
to all other capital losses on tangible fixed assets, including 
land, and current assets, which would undoubtedly be in¬ 
curred upon a forced termination of the enterprise, i In 
this connection, a factor which is quite often overlooked is 
that neither straight-line nor any other customary method 
of depreciation provides for the hazard that the enterprise 
may end. Accounting is based upon the concept of a going 
concern and I see no justification for changing this con¬ 
cept. Certainly there would be grave doubt as to the wisdom 
of changing this basic concept for certain business assets 
and not others. From a broader viewpoint, it would seem 
to be inequitable to understate the earnings of one genera¬ 
tion of investors to provide for a capital loss which has 
not yet occurred and which may not occur for many gen¬ 
erations. | 

Q. Would your answer relating to the subsequent 'ac¬ 
counting treatment of intangible assets be changed if ii is 
assumed that you are dealing with an electric utility? 

A. My previous answer relating to accounting for in¬ 
tangible property costs would not be changed if 
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1043 applied to electric utilities. As a matter of fact 
there are several factors in the historical development 

of the electric utilities and in the nature of their operations 
which strengthen and further justify the applicability of 
the principles set forth. These factors may be summarized 
as follows: 

1. Utilities require very high capital investments in fixed 
assets in relation to annual income. Therefore, any matter 
affecting accounting for fixed assets is of relatively greater 
importance to utilities than to industrials. 

2. Utilities (especially electric) are usually highly inte¬ 
grated enterprises which have been created by purchase of 
isolated generation plants and distribution systems, fol¬ 
lowed by construction of super-power plants, interconnect¬ 
ing systems of high-tension transmission lines and exten¬ 
sions of service to smaller communities not previously 
served. 

3. The pressure toward integration arising from more 
economical operation and improvement in service, combined 
with the fair value principle of regulation and an increase 
in price levels quite naturally resulted in purchase prices 
for utilities considerably in excess of the original cost of 
construction. In most cases the prices paid were justified 

by the conditions existing at the time, many of them 

1044 being specifically approved by regulatory authorities, 
and the public interest was well served through 

cheaper and more dependable service gained through inte¬ 
gration. 

4. The actual cost to the utility of its tangible and in¬ 
tangible fixed assets is a matter of permanent significance 
to security holders, to regulatory authorities and to the 
public. While regulation does not assure a return on in¬ 
vestment, it should permit a reasonable opportunity to earn 
a return at a sufficient rate to constitute an adequate reward 
for the risks assumed in establishing the enterprise. This 
opportunity of reward necessarily extends to all capital 
costs, both tangible and intangible, devoted to the public use. 

5. In recent periods there has been a swing by some 
regulatory bodies to the adoption of a prudent-investment 
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rate base. It should be quite obvious that prudent invest¬ 
ment must be determined in relation to the present scale 
of integrated utility enterprises. Therefore, in most in¬ 
stances prudent-investment will be more analogous to cost 
to the utility than it will to original cost. The use of an 
original cost rate base with a current market value rate of 
return would result in the confiscation of the additional 
capital investment, both tangible and intangible, at- 

1045 tributable to the establishment and integration off the 
present large-scale enterprises. Such costs fwere 

necessary to secure cheaper, more plentiful and more de¬ 
pendable service; the public continues to benefit from them 
and it is highly inequitable to assume the benefits and deny 
a return on the necessary capital costs. 

6. The principal arguments advanced for the write-off 
of utilities’ investment in intangibles are those stated! and 
answered in the latter part of my answer to the preceding 
question. The voluntary write-off of goodwill and similar 
intangibles by many industrial enterprises is cited in sup¬ 
port of the proposed requirements. Such write-offs by in¬ 
dustrials have been based, as a rule, on an inadequate con¬ 
sideration of the problem, and on an assumption of con¬ 
servatism which has ignored the effect of distorting the 
ratio of profits to invested capital. Furthermore, it is 
improper to claim that voluntary write-downs by industrials 
which could have no bearing on the future results of the 
particular enterprises, constitute a precedent for manda¬ 
tory write-downs by utilities, which may have a substantially 
adverse effect on future results. 

Q. What, in your opinion, is the primary problem of 
accounting? 

1046 A. In my opinion the primary problem with which 
accounting deals is making proper distinctions 

between capital and operating transactions and, of course, 
in recording such transactions accordingly. 

Q. Will you explain why such distinctions are of impor¬ 
tance ? 

A. The distinction between capital and operating items 
has assumed increasing importance with the development 
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of the necessity for reasonably accurate information regard¬ 
ing the results of operations and changes in financial posi¬ 
tion of business enterprises for each fiscal year. Two of the 
major developments in the economic or business structure 
of our country since the beginning of the Twentieth Century 
have been the use of the corporation as the prevalent form 
of business organization and the separation of the bene¬ 
ficial ownership from the active managements. These de¬ 
velopments have greatly increased the need for adequate 
reports by management in accounting for its stewardship 
in utilizing the capital placed in the enterprise by the in¬ 
vestors. As a matter of fact, it is not an overstatement to 
say that stewardship reporting is the primary purpose of 
financial accounting. It is obvious that accounting for 
stewardship responsibility, by fiscal periods, must reflect 
reasonable and fair distinctions between capital and operat¬ 
ing transactions and must also be based upon cost 
1047 to the present enterprise. 

Q. In your opinion, can this basic purpose of ac¬ 
counting for the stewardship of capital be met under the 
Uniform System of Accounts prescribed by the Federal 
Power Commission? 

A. If the Uniform System of Accounts were properly 
administered, I believe it would be very easy to. fulfill the 
purpose of accounting for stewardship of capital without in 
any way interfering with the original cost information which 
the Commissions desire and are entitled to have for rate- 
making and other regulatory purposes. The absence of 
specific requirements for accounting, by classes of property, 
for the elements of investment cost included in the plant 
acquisition adjustments account is somewhat of a hindrance 
to this objective. However, there is no prohibition in the 
Uniform System to maintaining a proper classification of 
these costs and, as stated in an answer to a previous ques¬ 
tion, it is my opinion that such a procedure is necessary in 
order to properly account for the utility’s cost of fixed 
assets. 

Q. In the administration of the Uniform System of Ac¬ 
counts of the Federal Power Commission, has the Commis¬ 
sion interpreted that its system of accounts as providing 
for the amounts includible in the accounts of utilities on 
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bases which include all costs of acquired fixed assets? 

1048 A. They have not in certain respects. 

Q. In what way have they departed from such 

bases? 

A. The following four practices are, in my opinion, subject 
to criticism from the standpoint of accounting principles 
and should be dealt with as I shall indicate: 

1. The staff of the Commission has interpreted the pro¬ 
visions of the Uniform System of Accounts as requiring an 
investigation of the policies followed by the company and 
all predecessor owners in accounting for all property addi¬ 
tions as well as acquisitions. In this review and deter¬ 
mination of original cost the Commission insists on the 
removal of all items not now regarded as properly includ[ible 
in plant account, on the basis that accounting errors should 
be corrected; but it will not permit the inclusion of items 
originally charged to expense which are proper capital ex¬ 
penditures under the provision of the new system of' ac¬ 
counts, on the theory that the company made an election 
of an accounting procedure at the time of the transaction 
by which it is irrevocably bound. 

An equitable and objective approach in compiling the 
original cost of utility properties would require that the 
accounting procedures of a corporation and its predecessors 
in the allocation of charges between property accounts 

1049 and operating expenses must be regarded as a whole. 
In comparing the accounts of two corporations it is 

common to find that one is the more conservative in one 
respect and less conservative in another; one may capitalize 
more overhead expenses but charge fewer border-line items 
to fixed capital accounts. The accounts should either be 
allowed to stand as originally recorded, or they should be 
completely adjusted to the standards set forth in the new 
Uniform System. If the latter procedure is to be followed, 
accounting errors (if of substance) should be corrected, 
whether such corrections increase or decrease the property 
accounts. It is obvious that a unilateral correction of down¬ 
ward errors will result in a determination of original cost 
or recorded amount, whichever the lower, which is not the 
stated objective of the Uniform System of Accounts, and 
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which should be of no usefulness in a determination of the 
rate base. 

2. The Federal Power Commission has followed the prac¬ 
tice of reclassifying as Account 107, all items determined to 
represent excess over cost to affiliated companies. This 
policy of following one uniform treatment for all inter¬ 
company items fails to give recognition to the fact that the 

items may cover the widest range, extending from the 

1050 type of unjustifiable mark-up on a quick turn-over of 
property, to an increment which is fully justified by 

the fair market value of the property or service at the time 
of the transaction. 

Intercompany transactions must, of course, be carefully 
scrutinized to determine whether the same elements of 
fairness exist which may he expected in arm’s length trans¬ 
actions. If reasonable proof can be given establishing the 
value of the property or service and particularly if the 
transaction were judged fair and reasonable to both parties 
by the regulatory body having jurisdiction at the time, the 
entire amount of the consideration constitutes proper cost 
to the utility and the difference between this amount and 
original cost should be included in Plant Acquisition Ad¬ 
justments, Account 100.5, rather than Account 107. I know 
of no requirement or justification for any different treat¬ 
ment in general accounting practice or in the Commission’s 
own Uniform System of Accounts. 

3. Contrary to the provision of the Uniform System of 
Accounts, the Commission apparently refuses to recognize 
the separate identification of the portion of the property- 
acquisition adjustment account representing investment in 

tangible properties and that representing intangibles, 

1051 thus preventing the proper accounting for the com¬ 
pany’s own investment. 

The establishment of original cost as the primary basis 
for the maintenance of detailed classified plant accounts 
under the Uniform System of Accounts should not imply 
any departure from the generally accepted principle that 
corporate accounting should be based on cost to the corpo¬ 
ration. The provision for the maintenance of this statistical 
information in the accounts, as an exercise of regulatory 
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authority, does not lessen the responsibility of the company 
properly to account for its own investment in fixed-asset 
accounts. It necessarily follows that the various elements 
included in the property-acquisition adjustment account 
must be handled in such manner that the data contained in 
this account, in combination with the data recorded in the 
other plant accounts, will set forth the investment of the 
company in various classes of tangible properties and in 
intangibles of continuing value, not only at the time When 
original cost is first set up on the books, but at all titnes 
thereafter. 

4. The Commission has taken the position that the entire 
property-acquisition adjustment account should be written 
off to surplus immediately or should be amortize^! by 

1052 charges to other income deductions over a relatively 
short period of years. 

The portion of the investment in tangible depreciable 
properties included in the plant-acquisition adjustment 
accounts should be depreciated or amortized under the same 
policy as is applied to the portion of the investment reflected 
in the detailed classified accounts supporting the other main 
subdivisions of the electric plant account. The portion, if 
any, representing investment in land need not be depreci¬ 
ated or written off unless there is a permanent loss of Use¬ 
fulness and value. With respect to the portion of the acqui¬ 
sition adjustment account which represents the legitimate 
cost of unlimited term intangibles, there is no requirement 
from the standpoint of generally accepted accounting prac¬ 
tice that such investment be written off to surplus or amor¬ 
tized by annual charges to income until such time as a perma¬ 
nent loss in the investment has been clearly demonstrated. 

I 

The first two practices previously described will result in 
material understatements in the original cost of electric 
plant, as well as in the cost to the utility. The third and 
fourth practices criticized will result in further misstate¬ 
ments of the cost of electric plant to the utility. It is un¬ 
fortunate that the fervor of attaining certain precon- 

1053 ceived rate regulation objectives has been allowed to 
bring about these departures from generally accepted 

and sound accounting practice. Actually, there is no legiti- 
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mate reason for any conflict between regulation and account¬ 
ing. Accounting is not a field of advocacy; its purpose 
should be to supply the information required for all of the 
needs of business, of which there are a great many. Mr. 
George 0. May, in his book on “Financial Accounting,” 
lists ten general purposes, and it is of significance that the 
first purpose listed is accounting for stewardship. It is 
obvious that no one set of figures can meet all of the gen¬ 
eral and special purposes of business, its investors and vari¬ 
ous Governmental agencies. Many of these purposes must 
be served by information obtained by analysis of the ac¬ 
counts, by memorandum accounts, or by subdivisions of the 
accounts as illustrated by the original cost plant accounts 
in the present Uniform System. Regulatory authorities, 
quite naturally, are interested primarily in information 
which they regard as significant for rate-making and other 
regulatory purposes. They should recognize, however, that 
they have no right to prevent accounting from providing 
essential information required to serve the other useful pur¬ 
poses of business and its investors, such as stewardship 
responsibility, any more than the latter purpose should be 
allowed to thwart the provision of information re- 
1054 quired for purposes of regulation. 

Q. Have you read the findings and decision of the 
Department of Public Utilities of the State of Arkansas, 
dated June 24, 1944, in the matter of Arkansas Power & 
Light Company? 

A. Yes. 

• •••••• 

1258 Q. Solely as a matter of proper accounting, does 
the allowance of a fair return on an amount estab¬ 
lished in the plant account of a utility by a Commission 
having supervision over the rates under which most of the 
revenues of that company are returned, as to the cost of 
values which I will ask you to assume to have continuing 
existence, effect a decision as to whether such amount may 
properly be written off or amortized? 

A. Yes. 

Q. Assuming that the Arkansas Commission has full 
jurisdiction over the rates covering at least 90 per cent of 
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the business of Arkansas Power & Light Company, and tljat 
it has made allowance in the company’s rate base for apy 
amount segregated in Account 100.5 and permitted the com¬ 
pany to earn a fair return thereon, would an order of an¬ 
other regulatory commission requiring an immediate write 
off, or annual amortization of the cost of intangibles in¬ 
cluded in Account 100.5 be in accordance with generally 
accepted and sound accounting principles and with the pro¬ 
visions of the Federal Power Commission’s Uniform System 
of Accounts ? 

A. It is my opinion that an accounting order would |be 
a violation of generally accepted and sound accounting prin¬ 
ciples and of the Uniform System of Accounts becaiise 
1259 it would require the reflection on the books of a loss 
which has not been suffered. 

Q. If such an order were issued by another regulatory 
body would it be possible in your opinion for the Arkansas 
Power & Light Company, as a matter of accounting, to 
comply with such an order and at the same time to comply 
with an order of the Arkansas Commission directing the 
retention of such amount in its account? 

A. I do not see that it would be possible to comply with 
both orders in the company’s primary financial accounjts. 
It is my belief that the accounts would have to be kept 
either on one basis or on the other basis. The compapy 
could, of course, file annual reports to one of the Commis¬ 
sions on a different basis than the accounts are kept pro¬ 
vided that suitable explanations were made in such reports. 
• ••••«• 

1059 Q. Would it be possible for the company to comply 
with conflicting orders of the state and federal coin¬ 
mission by keeping two sets of accounts? 

A. It would be physically possible to construct two gen¬ 
eral ledgers, one of which would show the accounts in accord¬ 
ance with the order of the State Commission and the other 
would show the accounts in accordance with the Order of 
the Federal Power Commission. It would not be possible 
to maintain two sets of records of original entry, such as 
billing records, vouchers, payrolls, checks, journal entries, 
etc., unless one or the other of the Commissions were willing 
to accept copies in lieu of the original records. 
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Furthermore, the company would be under the necessity 
of deciding which of the two general ledgers represented its 
official corporate accounts for purposes of reporting to stock¬ 
holders and for other general purposes. The Federal Power 
Commission has held in the Northern States Power Com¬ 
pany Opinion (No. 138) that the official corporate accounts 
must be kept in accordance with its orders. If a 

1060 state commission has basic authority under state law 
over the corporate accounts and takes the same firm 

stand as taken by the Federal Power Commission, the utility 
would be placed in the position of being unable to comply 
with the order of one commission without violating the order 
of the other. 

Q. What are your views as to the soundness of requiring 
two sets of accounts ? 

A. In my opinion such a requirement would be contrary 
to common sense and would constitute a great disservice to 
the public interest. I am very strongly opposed to such 
a development because I believe it would create confusion, 
and therefore distrust, on the part of investors in any enter¬ 
prise which was under the necessity of keeping two sets of 
accounts and of issuing two different sets of financial state¬ 
ments. 

The general confidence of the investing public is the foun¬ 
dation of our entire system of private enterprise and it is 
essential to the public welfare that the confidence, built up 
through the years by business, by the accounting profession 
and by government regulatory agencies should be preserved. 
In the history of business, multiple sets of accounts have 
been associated almost exclusively with frauds against cred¬ 
itors and investors and against the government, most often 
in the performance of cost-type contracts and in the 

1061 reporting of taxes. Certainly it would be most unfor¬ 
tunate for a government commission to require a 

practice which has had such an unsavory association in the 
past, particularly when all legitimate requirements may be 
met by subsidiary classifications within one official set of 
corporate accounts. 

Q. Assuming that there is a difference in the position 
of the Federal Power Commission and the Arkansas Com¬ 
mission regarding Electric Plant Acquisition Adjustment 
Account, would it be possible for the company to account for 
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the electric plant acquisition costs as determined by the 
Arkansas Commission and at the same time provide subdivi¬ 
sions of the total account to provide the Federal Power 
Commission with information which it might require in 
regulating the interstate aspects of the company’s opera¬ 
tions? 

A. Yes, such a procedure would be entirely practicable 
and feasible. It is my understanding that the two Commis¬ 
sions are in agreement as to the original cost of the electric 
plant but the Federal Power Commission holds that the cost 
of acquisitions of plant should be less than the amount 
shown in the decision and order of the Arkansas Commis¬ 
sion and further that the entire cost of acquisitions, in 
excess of original cost, should be amortized by charges 
against income. 

Under these circumstances, the entire electric plant acqui¬ 
sition adjustment account (Account 100.5) should reflect 
the Arkansas Commission’s findings and sub- 
1062-1063 accounts should be provided for the following 
components: 

(a) Portion amortizable under orders of both Commis¬ 
sions. 

(b) Portion amortizable under Federal Power Order but 
not amortizable under Arkansas Commission Order. 

(c) Portion not recognized as cost of acquisitions by The 
Federal Power Commission and not amortizable undpr 
Arkansas Commission Order. 

Amortization tables pursuant to the Federal Power Com¬ 
mission’s order could be made an integral part of the sub¬ 
accounts in order to show the status at any time of the 
cumulative and periodic amortization requirement. On this 
basis, it is my opinion that the foregoing subaccounts of 
Account 100.5 would provide both Commissions all infdr- 
mation regarding this account required in meeting their 
respective regulatory responsibilities. Furthermore, the 
company could readily prepare annual reports to the Fed¬ 
eral Power Commission showing the Account 100.5 and the 
amortization thereof in whatever form the Commission 
might request. Such reports, of course, should carry appro- 
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priate explanation of differences between the statements and 
the company’s accounts. 


1092 Cross-examination. 

By Mr. Goldberg: 

Q. How many partners are there in the firm of Price, 
Waterhouse & Company? 

A. There are approximately 40. I don’t know exactly 
how many without checking the information. 

Q. Are they all located in New York? 

A. No, they are not. 

Q. How many are in New York? 

A. Again, approximately, 16. 

Q. And the rest of them, I take it, are in certain geo¬ 
graphical areas of the country? 

A. That is right, in the United States. 

Q. In the firm of Price, Waterhouse & Company, 

1093 who has the responsibility for the firm’s policies as 
they affect the accounting and auditing practices of 

your firm? 

A. There is no one partner. Being a partnership, one 
partner has as much to say about it as another. It is a 
matter for majority decision as all other matters of partner¬ 
ship policy are settled. 

Q. In other words, you would say that you share that 
responsibility, part of it devolving upon you as a partner? 

A. Yes, I would so regard it. 

Q. When you say that the firm of Price, Waterhouse & 
Company, if I may put it this way, follows the democratic 
process of the majority rules, when a question comes up re¬ 
garding accounting or auditing procedure, is there a meeting 
held to determine what the majority view is? 

A. Certainly not every question. Most questions would 
relate to a particular situation on a given engagement or 
assignment. There a partner might consult, the particular 
partner responsible, might consult, two or three of his as¬ 
sociates for the purpose of checking his own judgment. On 
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matters of broad firm policy only would they be referred to 
a general partners’ meeting. 

Q. On matters of broad firm policy there would be a meet¬ 
ing to ascertain the majority view of the partners. Is tlhat 
right? 

A. They are semi-annual firm meetings. We trjr to 

1094 organize it on the basis of bringing up any major 
points at those firm meetings. 

Q. Would these matters of broad policy and major points 
involve a decision as to whether, in a given case, Price, 
Waterhouse & Company can certify without qualification 
that the accounts of the company are in conformity with 
generally accepted accounting principles? 

A. Very seldom would that special type of question | re¬ 
lated to a given situation require a partners’ meeting. 

Q. But there have been situations, then, where the matter 
of certifying to the statements of a company have necessi¬ 
tated a meeting, a general meeting, of the partners to ascer¬ 
tain what the procedure will be in making the certificate^ 

A. I do not know of any. 

Q. At least you do not know of any instance since you 
have been a partner? 

A. That is right. 

Q. With respect to these particular situations which]do 
not require meetings but may involve consultation by re¬ 
sponsible partner with other partners, do I understand from 
your reference to “responsible partner” that the clients 
of the firm are parceled out among the partners for super¬ 
vision ? It that the idea ? 

A. That is correct. 

Q. And a certain number of client firms are under 

1095 your supervision as a partner. Is that right? 

A. That is correct. 

Q. However, even though the responsibilities for certain 
clients devolve upon particular partners, all the partners, 
or the firm as a whole, represented by all the partners, stand 
behind each of the certifications made by Price, Waterhouse 
and Company. Isn’t that so? 
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The Witness: Certainly any opinion given, any firm opin¬ 
ion given, is the opinion of the firm. That doesn’t necessar¬ 
ily mean that there might not be differences of opin- 
1096 ion between partners. 

Q. By a firm opinion, I take it you mean Price, Water- 
house & Company’s name used in the certificate? 

A. If I sign an opinion of Price, Waterhouse & Company, 
I am binding the firm. 

Q. You are binding all the partners to that opinion. Isn’t 
that so ? 


The Witness: Certainly the firm is bound. Whether you 
can identify the firm with each of the individual partners 
is a separate question which may be the lawyers would 
have to answer for me. 

Q. Maybe I ought to put it to you this way: When Price, 
Waterhouse and Company certifies that the accounting 
statements of a client are in conformity with generally 
accepted accounting principles, that certification has been 
made on the basis of the partners’ understanding of the 
procedures and practices which the firm regards as gener¬ 
ally accepted? 

A. The certification would be made on the basis 
1097 of the particular partner’s understanding. 

Q. That is right. 

A. Of the matter. 

Q. Your answer is yes with that explanation you have 
made. Is that right? 

Would you like to have the question? 

A. I think my answer was complete. But if you are not 
satisfied- 

• ••••#• 

Q. Does that mean your answer to the question is yes? 

A. I am not sure what your question means, Mr. Gold¬ 
berg. You mean all of the individual partners ? 

Q. Let me ask you this way and see if we can reach a 
meeting of the minds: Let us say that Company X is under 
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your supervision and you are responsible for the audit of 
the accounts of company X. 

A. Yes. 

Q. And you decide that the firm name, Price, Waterhouse 
& Company, may appropriately he affixed to the certificate 
which states that the accounts of the company are 

1098 in conformity with generally accepted principle^ of 
accounting. 

When you do that you are doing that upon your under¬ 
standing of what the firm regards as generally accepted 
principles of accounting. Isn’t that so? 

A. That is correct. 

Q. You made a statement which aroused my interest. 
You said something about some partners may disagree^ or 
words to that effect. 

Does that mean that although Price, Waterhouse & Cpm- 
pany, in a given case, may certify to the accounts of the 
company as kept in conformity with generally accepted 
accounting principles, an individual partner may hold the 
view that that, in fact, is not the case ? 

A. That kind of a situation would he possible. I am 
not saying that it does exist, but with 40 partners, obvi¬ 
ously, each of them individualists, obviously you can sel¬ 
dom have 100 per cent unanimity. 

Q. In other words, equally qualified accountants do dis¬ 
agree upon what are generally accepted principles of Re¬ 
counting? 

A. That is right. 

Q. Mr. Grady, when were you first consulted with respect 
to this case ? 

A. I cannot give you an exact date. 

Q. Approximately? 

1099 A. I would say four or five years ago. 

Q. Can you tell us who contacted you at that time? 

A. I am not certain. I suspect it was Mr. Barber, but 
I would have to refresh my recollection. 

Q. Were you at that time requested to appear as a 
witness in behalf of Arkansas Power and Light Company? 

A. No. 

Q. What was the nature of the contact which was made 
at that time? What was the occasion for it? 
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A. At that particular time the hearings had either been 
started or were to be started before the Arkansas Commis¬ 
sion. I was asked to consult with counsel for the com¬ 
pany in connection with the accounting testimony. 

Q. The accounting testimony of members of the staff of 
the Arkansas Power and Light Company or of the experts 
they proposed to put on? 

A. That is right. 

Q. Both ? My question was phrased in the alternative. 

A. I would say with respect to the expert witnesses’ tes¬ 
timony and not the company’s. 

Q. In other words, you consulted with the experts who 
testified before the Arkansas Commission regarding the tes¬ 
timony they were to give. Is that right? 

A. Not with the experts but with counsel for the com¬ 
pany. 

Q. Concerning the testimony of the experts were 
1100 to be requested to give. Is that right? 

A. Concerning a review of the case, of the issues 
in the case. 

Q. Did you review the testimony that the experts pro¬ 
posed to give in connection with that engagement? 

A. I read it at different times. 

Q. In other words, you read the testimony proposed to 
be given by Mr. May, Mr. Sanders, Mr. Paton? 

A. Principally Mr. May. 

Q. Principally Mr. May? 

A. That is right. 

Q. At the time you were consulted, had the experts been 
retained or did you suggest retention of any experts? 

A. I made no suggestions with respect to it. I cannot 
answer whether they were or were not retained. 

Q. When were you first consulted regarding the proceed¬ 
ings before the Federal Power Commission? 

A. Again I cannot answer that exactly. I am not quali¬ 
fied to tell the different stages the case went through, but 
there were these court proceedings which intervened. I 
was consulted regarding possible testimony some two years 
ago and following that; of course since the hearing has 
developed at this time, the matter has been revived. 

Q. In other words, about two years ago you were con- 
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suited regarding possible testimony to be given in 
1101 the court proceeding initiated by the Arkansas Poyer 
and Light Company against the Federal Power Com¬ 
mission. Is that it? 

A. I really can’t answer whether it was intended to be 
before a court or the Federal Power Commission. I always 
assumed it would be before the Federal Power Commis¬ 
sion. 

Q. Did you accept that engagement two years ago? 

A. Yes, I regarded it as more or less of a continuing en¬ 
gagement from the prior consultation. 

Q. Did you regard it as a continuing engagement since 
two years ago, also? 

A. Yes. 


Q. When you undertook the engagement of testifying 
before the Federal Power Commission, did you do any work 
in connection with the preparation of your testimony, other 
than writing it? Did you do any research work? 

A. It was not particularly necessary for me to do research 
work because of the fact I had been rather closely in touch 
with these developments. 

Q. Did you read the entire record which was made before 
the Arkansas Commission? 

A. No, sir. 

Q. Did you make any independent investigations of the 
facts as they relate to the issues in this case? 

A. I have made no investigation of the accounts 
1102 of Arkansas Power and Light Company. 

Q. Does that mean that you did not make any in¬ 
vestigation either of any records of Arkansas Power and 
Light Company? 

A. That is what it really means. I have examined ho 
records except the order of the Arkansas Commission. My 
testimony is general and it is not related to the facts or 
any verification of the facts in this particular case. 

Q. Will you tell me how you discovered what you shohld 
address yourself to in your testimony? 

A. The particular development of the testimony, of 
course, was a cooperative piece of work between counsel 
and myself. The particular issues that are usually in¬ 
volved in original cost determinations are fairly common 
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and therefore it was not particularly difficult to decide 
which points at least seemed to me to be of significance 
generally without regard to this particular case, because 
the testimony is general and not specific. 

Q. In other words, you addressed yourself to the ques¬ 
tion of accounting generally rather than specifically to 
facts and issues in this case. Is that right ? 


1103 The Witness: The facts in this particular case are 
limited to a review of the order of the Arkansas 

Commission. 

Q. In other words, you did not review in the preparation 
of this engagement the staff report of the Federal Power 
Commission ? 

A. I read it. I read the staff report. 

Q. When—about six years ago when you first came into 
the matter of Arkansas Power and Light Company’s ac¬ 
counts? 

A. I think I may have read it as recently as the two-vear- 
ago period. 

Q. You think it has been at least two years since vou read 
it? 

A. That is right. 

Q. Did you read the supplemental report that the staff 
prepared? 

A. Yes, I read one supplemental report. 

Q. That was also about two years ago ? 

A. That is right. 

Q. Did you read the company’s response to the Federal 
Power Commission’s order to show cause? 

A. I am not sure. 

Q. Is this the way it operated, Mr. Grady: You consulted 
with counsel and he told you his version of what the 

1104 issues were before the Federal Power Commission, 
and he said, “Now, Mr. Grady, what can you do for 

us in that respect?”? 

A. It is not quite that simple. It was a matter of spending 
considerable time developing individual questions and an¬ 
swers. 
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Q. Will you explain how it operated? That is what I am 
trying to get at. I don’t know and it is difficult for me to 
get it through questions. It is probably simpler for yqu to 
describe how it went on. 

A. It is largely a matter of having read the Arkansas 
order and the staff report at the time this was undertaken, 
and the supplemental report, work together, and decide 
what questions could be asked and answered which would 
have a bearing on the issues, and this is the result. 

Q. Do you know of any issue of reaccounting in this case ? 

A. No. As I have said, questions are general with refer¬ 
ence to my knowledge of all other cases and reports of the 
staff of the commission. 

Q. Was that your own idea, putting in testimony about 
the Commission’s practices regarding reaccounting? 

A. Yes, that was my own idea. 

Q. To the extent that your testimony takes up matters 
that are not in issue, you put that in of your own volition? 

You thought it ought to go in? 

1105 A. Except as represented in the order. I have no 
direct knowledge myself of what points are at issue; 
therefore, the testimony had to be general. 

Q. As a partner of Price, Waterhouse & Company, Mr. 
Grady, what companies are under your supervision and are 
your responsibility? j 

A. At the moment I assume you might be interested in 
utilities rather than industrials. 

Q. I am interested in both. 

A. Are you? j 

Q. Yes. 

A. American Water Works, West Penn Electric, Niagara 
Hudson Power, Western Union, General Foods, Eastman- 
Kodak, Sterling Drug, Manning, Maxwell and Moore. 
Perhaps that is enough for your purpose. 

Q. When you mentioned American Water Works, you are 
there referring to the holding company or do you mean to 
include its operating subsidiaries as well ? 

A. To the subsidiaries as well. 

Q. Do I understand that the only utility clients of Price, 
Waterhouse & Company which fall under your supervision, 
if I may put it that way, as a partner of the firm, at present 
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at least, is the American Water Works and its operating 
subsidiaries, Niagara Hudson Company, Western Union 
and West Penn. Is that right! 

1106 A. That is right. 

Q. No other utilities are presently under your 
supervision? 

A. No. That is right. 

Q. Since you went with Price, Waterhouse & Company, 
I imagine there have been variations in the clients of the 
firm subject to your responsibility. Is that right? 

A. That is right. 

Q. Have you had under your responsibility since you have 
been with Price, Waterhouse and Company utility firms 
other than those that have already been named by you? 

A. There have been special investigations for certain utili¬ 
ties by other offices under my supervision. Pittsburgh 
Railways, Boston Elevated. I don’t recall any others. 

Q. Is it fair to say, then, that since you have been with 
Price, Waterhouse & Company the utility firms that have 
been subject to your supervision are those that you have 
named this morning? 

A. Yes. 

Q. You were also a partner in Arthur Andersen & Com¬ 
pany? 

A. Yes. 

Q. When you were with them what utility firms were in 
your bailiwick? 

A. With Arthur Anderson I was at different times in 
both the Chicago and New York offices. Therefore, 

1107 a fairly wide range of utilities came under my super¬ 
vision. 

Do you wish me to name them? 

Q. Yes, I would very much like to know. 

A. There was Commonwealth and Southern Corporation 
and its subsidiaries, Brooklyn Union Gas, Federal Water 
Service and its subsidiaries, General Telephone Corporation 
and its subsidiaries, Commonwealth Edison Company, Peo¬ 
ples Gas, Light and Coke, Northern States Power Company, 
Louisville Gas and Electric Company, United Airlines, 
United Light and Power and subsidiaries. There were oth¬ 
ers, but those were the principal ones. 
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Q. What is your fee for this engagement, Mr. Grady? 

A. I really don’t know. I have not given the matter a 
thought. 

Q. What is the usual basis ? 

A. The usual, you might say, charges, vary somewhat. 
Usual fee for partner service would be $150 a day. 

Q. Does the firm share in that fee or is that just your qwn ? 
A. No, firm. It would be a fee of the firm. 

Q. Oh, it is a payment to the firm? 

A. That is correct. 

Q. In other words, you have to consult the firm before 
you can accept the engagement. Is that right? 

A. No, not ordinarily. Ordinarily a partner knows 

1108 whether or not a given type of work is something jthat 
the firm would or would not wish to undertake: If 

there is any question about it, I, of course, would consult 
my partners. 

Q. Did you consult your partners regarding this engage¬ 
ment? 

A. I think I may have consulted one or two partners 
five years ago when the issue first came up. 

Q. But since that time you have not consulted any of 
them? 

A. No. 

Q. Was one of them Mr. May about five years ago? 

A. Mr. May is not an active partner of the firm. He 
would not be consulted. 

Q. He has not been active for five years? 

A. No. 

Q. He was active five years ago, wasn’t he ? 

A. No. 

Q. He was not? 

A. No. Mr. May retired from the firm before I ever 
became connected with it. 

Q. Have you consulted him at all with respect to your 
engagement in this case ? 

A. Not except with respect to his own testimony which 
he gave before the Arkansas Commission. 

Q. Did you discuss with any of your partners the 

1109 views you have expressed in your testimony? 

A. Drafts of the testimony which were prepared 
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two years ago, which in substance were the same as it is 
now, I asked one or two of my partners to read over some 
of it, check on some of my viewpoints. 

Q. But your testimony as it stands today- 

A. (Interposing) Has not been reread. 

Q. (Continuing)—has not been reread? 

A. That is right. 

Q. Mr. Grady, when you say that a practice violates 
sound accounting, I think you do use that phrase in some 
places in your testimony, do you use the phrase as synono- 
mous with the expression “not in conformity with generally 
accepted principles of accounting”? 

A. Ordinarily I think the two would be synonomous. You 
recognize, I am sure, that generally accepted accounting 
might mean that you could have two accepted practices, and 
the word “sound”, therefore,—that is of two accepted prac¬ 
tices—I might have a notion that one was more sound than 
the other. 

Q. One is better than the other? 

A. That is right. So there might be that distinction. 

Q. And I take it you have intended to make that distinc¬ 
tion in your testimony in this case when instead of using 
the phrase 1 ‘ in conformity with generally accepted account¬ 
ing principles”, you have spoken of violating sound ac¬ 
counting? 

1110 A. Yes, wherever I used the word “sound,” I did 
so deliberately. 

Q. Because you intended to say that though there were 
alternative generally accepted accounting principles in 
your opinion the one you were speaking about was the 
sounder, the better one. Right? 

A. That is correct. I am not sure of that in every in¬ 
stance. There would be alternatives. You would have to 
pick out the particular thing you are talking about. 


• ••#••• 

Q. Mr. Grady, assume that there are two separate and 
distinct utility systems in a territory, and that both systems 
have embarked on an expansion and integration program. 
Will you assume further that there is a local inde- 


1111 pendent isolated plant on the border between the 
two territories of the competing systems, andj that 
the local plant could economically be integrated into dither 
system. I would also like to have you assume that the 
owner of this isolated plant is aware of this competition. 

Assume that company A, one of the companies, outbids 
the other company, company B, and purchasedj the 
isolated plant at a cash price substantially in excess of the 
original cost of the plant, such price, of course, reflecting 
the competition for the property. 

In your opinion would a write-off either immediately or 
through amortization of the amount in excess of original 
cost be in conformity with generally accepted accounting 
principles? 

A. The procedure of write-off, of course, would be sub¬ 
stituting— 

Q. (Interposing) I want to give you complete oppor¬ 
tunity to answer the question, Mr. Grady, but I think we 
will make more progress if you will answer yes or no first 
and then make an explanation. 


1112 The Witness: That is a question I don’t believe I 
can answer yes or no and have it all meaningful. I 

will be glad to explain what I think the issues are. 

Q. I would like to have an answer to the question hs to 
whether it is or not in conformity with generally accepted 
accounting principles. Can you answer that? 

A. No, I cannot answer it yes or no. 

Q. Can you answer the question at all? 

A. By explaining the issues I think I can give you an 
understanding for which you are looking. 

Q. I don’t know you will give me what I am looking for, 
but let us try it, anyway. Go ahead. 

A. We mentioned a minute ago that you could have more 
than one generally accepted basis of stating accounts. It 
is for that reason that I cannot give you a yes or no 

1113 answer to this particular question. Cost to the 
company, in my opinion, at least, is and should be 
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the most generally accepted practice of carrying fixed 
assets. You cannot say absolutely that it is contrary to 
accepted accounting principles to have some different basis. 
I think under certain circumstances a different valuation 
basis rather than cost might he entirely acceptable, and 
that might be either higher than cost or lower than cost. 

Q. Have you finished? 

A. Yes. 

Q. In other words, your answer means that you cannot 
say in answer to my question that the write-off immediately 
or amortization of the excess would be contrary to generally 
accepted accounting principles. Is that right? 

A. It would be a departure from the basis of carrying 
properties at cost. Whether what they went to, whether 
the basis they went to, be it higher or lower than cost, 
whether that could be said to be in accordance with gen¬ 
erally accepted accounting principles, would, of course, 
depend on the facts. 

Q. It would be a departure from what you believe to be 
the soundest or best accounting practice. Is that what you 
are saying? 

A. That is what I am saying. 

Q. But you are not able to say that the write-off is not 
in conformity with generally accepted accounting 
1114 principles? Is that right? 

A. No, you cannot say that absolutely. 

Q. That is true of any excess over original cost involved 
in any acquisition. Isn’t that so? 

A. Disposition of any excess leads you away from cost. 
It is a question of where it leads you to. The burden of 
proof is on the fellow that adopts the particular basis. 
That is something, of course, that you cannot generalize on. 
It depends on the facts and circumstances. 


1115 Q. You have given your testimony in this case, 
have you not, without regard to the propriety of a 
particular accounting treatment, which may be ordered in 
this case, for the excess over original cost involved in par¬ 
ticular property acquisitions. Isn’t that so? 
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A. Certainly I have given no study or .consideration of 
individual acquisitions. I have given consideration to the 
whole facts and findings set forth in the Arkansas Com¬ 
mission order, so my testimony really would be related to 
the excess as dealt with in the Arkansas Commission order. 

Q. But not as to the facts which may develop in this ca|se? 

A. No, I don’t know anything about the facts except 

1116 as to the order. 

Q. And insofar as you were relating your testi¬ 
mony to the order of the Arkansas Commission, you w|ere 
not saying that write-off or amortization of excess was 
not in conformity with generally accepted principles! of 
accounting but simply that in your opinion the best prac¬ 
tice was to retain the excess in the accounts. 

A. That is right. 

Q. And that opinion was based upon the assumption that 
the facts are as stated in the opinion of the Arkansas Com¬ 
mission. Right? 

A. That is right. 

Q. With regard to the hypothetical set of facts I gave 
you, would you consider that excess as representing an 
intangible of limited term or life? 

A. Of course, Mr. Goldberg, you have not given me very 
much to work on. All you have said is that there was an 
excess and that there was a competition for the property. 
I know nothing about- 

Q. (Interposing) Tell me what more you would need to 
reach a conclusion before you could answer my question. 

A. I think obviously there has to be some relationship 
between economic earning power of what is purchased and 
the consideration paid and what can be done with it in the 
system of the acquiring company. 

1117 Q. Is there anything else you need to know? 

A. I would want to know what the physical value of 
the properties were at date of acquisition, as well as the 
earnings. 

Q. Anything else? 

A. No, I think that is sufficient. 

Q. Of what significance would the physical values of <|he 
property be in reaching your conclusion? 

A. Among other things, you would know what the depjre- 
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ciation charge should be and you would know something of 
what the relationship is between physical values, that is 
tangibles in the total purchase price. 

Q. In other words, the physical values you would use to 
segregate the excess as between payment for tangible prop¬ 
erty and for intangibles! Is that right! 

A. That is right. 

Q. Of what significance would the earnings on the date 
of acquisition be! 

A. The earnings, not only the historical earnings but what 
the purchaser can reasonably do with them in integrated 
situation with his own property, of course, are the primary 
basis for economic and business values. That is really what 
you buy more than physical assets. 

Q. In other words, the historical earnings and the prospec¬ 
tive earnings which the purchaser thought he could 
1118 reap from the purchase would be used by you in 
further aid of segregating the excess as between 
payment for tangible property and payment for intangible 
property. Is that right! 

A. The prospective earning power would be the main 
yardstick as to justification for the overall consideration, 
and conceivably you could have a case where cost was en¬ 
tirely out of keeping with any fair value, although normally 
people do not toss their stockholders’ or security holders’ 
money around that way. 

If you are setting out to judge the fairness or unfairness 
of a given price, certainly prospective earnings would be 
the main thing you would be interested in. 

Q. Let me put it this way for you: In the hypothetical case 
I gave you, let us assume that you have, by means of the 
information you needed, segregated the payment as between 
the payment for tangibles and a payment for intangibles. 
Would you consider the amount you had included or classi¬ 
fied as intangibles an intangible of limited term or life! 

A. You might have both present. You might well have 
costs applicable to term matters, such as franchise costs and 
those other things that are properly provided for in the 
system of accounts. The general intangible which would be 
left over, over and above those specific term intangibles, I 
think would be characterized as an unlimited term intangible. 
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Q. You stated that you would like to know the 

1119 relationship between the economic earning power; of 
what is purchased, consideration paid, and what can 

be done with it in the system of the acquiring compajny, 
physical values at the date of acquisition and the historical 
and prospective earnings. 

Do any of those things assist you in determining the ques¬ 
tion of whether the amounts of excess which you concluded 
are intangibles are of limited term or life? 

• * • * • * • 

The Witness: The limited term intangibles in a utility 
situation would ordinarily not be important. Usually you 
would see what elements were involved as reflected in the 
costs of the previous utility. I cannot at the moment think 
of any situation where your limited intangible costs would 
he of any moment. 

Q. I know you are trying to address yourself to my ques¬ 
tion, Mr. Grady, but I do not think you have in that answer. 
Before we recess, with the Examiner’s permission, I wogld 
like to have the question reread to the witness and see if kve 
can get an answer from you before we recess. 

• ••*••• 

1120 Q. (Interposing): Of whether it is limited life or 
not? 


Q. You see, Mr. Grady, you have not told us whether those 
things help you or not in determining whether it is a limited 
term. Do they? 

A. I think they might help. Whether they would be 
conclusive or not, again- 

Q. (Interposing) How am I to know? 

A. It depends on how much is interpreted into elements 
related to further earning power, for example. You might 
have a situation where the earnings picture will change con¬ 
siderably or is expected to change. If you take all of those 
elements into consideration in a proper consideration gf 
earning power, then I think you probably would come hut 
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with a weighing of the situation which would really have no 
bearing on limited term as against unlimited term in¬ 
tangibles. 

But that does not mean that you might not be able to 
think of situations where I might want to change the answer. 
The field is just too broad. 

«•••••• 

1121 Q. You are saying generally it probably does not 
have any relationship, but that matters such as the 

existence of a regulatory body with rate jurisdiction and 
concept of rate jurisdiction at that time might have a 
bearing in determining whether the prospective earnings 
do have or will have an unlimited term. Isn’t that so? 

A. Possibly, but I am just thinking of the terms of your 
question as asked. My reaction is to say it does not have 
much bearing. At the same time I recognize you might be 
able to develop suppositions where I would say it did have 
a bearing. 

1122 Q. As I understood your testimony this morning, 
Mr. Grady, you have decided for yourself that with 

respect to so-called unlimited term intangibles, because you 
believe the account should reflect total cost to the present 
owner, the best practice, the best accounting practice, is to 
retain the intangibles and not write them off. 

Now, then, where we have a regulated industry, isn’t it 
the regulatory commission that must, as it were, stand in 
your place for itself and decide what is the best account¬ 
ing practice to be followed by the companies subject to its 
jurisdiction ? 

A. May I correct the premise of your understanding 
slightly? 

Q. Yes. 

A. While obviously all of my testimony is my own 

1123 opinion, I likewise have quoted from Bulletin Num¬ 
ber 24 of the American Institute of Accountants which 

I believe supports my opinion, so I do not think it is entirely 
an individual’s opinion. 

Q. So far as I am concerned, I do not mean you may be 
the only accountant who may hold that view. I didn’t mean 
to say you may be alone. 
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A. With respect to the latter part of your question, a 
regulatory commission taking the type of action that jmu 
speak of cannot say that it is doing so, in my opinion, fkpm 
the viewpoint of the requirements of generally accepted 
accounting. If it takes that action it is regulatory action 
and not accounting. 

Q. In other words, you agree that it is the regulatjry 
Commission that must decide where there are several ac¬ 
ceptable methods, as you put it this morning, which of the 
several acceptable methods should be followed by the com¬ 
panies which it regulates. Isn’t that so ? 

A. Well, again I cannot ratify your words because I do 
not think they quite portray the situation. In saying that 
you could not say there is only one acceptable method [of 
accounting for fixed assets, which is corporate cost, I qid 
not mean to imply that the other methods which might bej at 
least termed to be acceptable under certain conditions wc[re 
of equal weight, so that I do not think there is the 
1124 diversity of opinion in accounting or the diversity of 
practice, perhaps, as just saying that one alternative 
method is as good as another merely because it may have 
support in practice. That may not be a fair criteria. 

Q. I have not, I think, implied what you seem to tliihk 
is in the question. You have said that the method you fav J or 
is the best. You haven’t said one is as good as the other. 
Is that right f 

A. That is right. And I think the burden of proof rests 
on the person departing from it to have good and sufficient 
reasons for the departure. 

Q. Let’s just forget the burden of proof and stick to 
accounting. Burden of proof may get us into legal matters. 

Where there are several acceptable methods, even though 
one may be better than another, it is for the regulatory 
commission in a regulated industry to determine which of 
the methods is to be followed by the companies subject to 
its jurisdiction. Don’t you agree with that? 


The Witness: Certainly to the extent of the Coijn- 
1125 mission acting within the sphere of its authority and 
as guided by its own general classification of accounts 
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which would be applied not only to a particular company but 
generally, the answer to your question would have to be yes. 

Q. And if a regulatory commission prescribes one of the 
several acceptable methods, even though the one it pre¬ 
scribes is not the best, would compliance with the method 
prescribed by the regulatory commission be in conformity 
with generally accepted principles of accounting? 

A. The Commission order, of course, could be contrary 
to generally accepted accounting, in which case compliance 
likewise would be contrary. 

• *••••• 

1126 Q. If all of the methods it has been considering con¬ 
form to generally accepted principles of accounting, 

how does it develop that the one it selects for the utilities 
subject to its jurisdiction to follow becomes a method which 
is not in conformity with generally accepted principles of 
accounting? 

A. I think it depends on whether your regulatory action 
is pursuant to accounting procedure or some other type 
of valuation proceedings whereby you are introducing val¬ 
uation into the process in lieu of accounting requirements. 

Q. I don’t quite understand that, but let me say to you 
that that is prescribed by the Commission in the exercise 
of its accounting authority. Now what is your answer? 
How does it become a practice which is not in con- 

1127 formity with generally accepted principles of ac¬ 
counting? 

A. Let’s go back to the basic classification. That I 
assume sets the principle of accounting which the Commis¬ 
sion has set forth. That classification calls for original 
cost of utility properties, it provides for cost to the utility, 
both of which in my opinion are significant information. I 
believe that any subsequent order, specific order of the 
Commission which causes loss of identity of cost to the 
utility to be contrary to its own classification of accounts. 

Q. Does that answer take into account that cost to the 
utility is segregated as between 100.1 and 100.5 ? 

A. Yes. 

Q. And does that take into account that the system of 
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accounts prescribes that the amount in 100.5 is to be depre¬ 
ciated, amortized, or disposed of as the Commission may- 
direct ? 

A. Yes. 

Q. Now let us assume that there are several practices with 
regard to so-called unlimited term intangibles, all of which 
conform with generally accepted principles of accountihg, 
that the Commission pursuant to its accounting authority, 
in an accounting proceeding, prescribes the method which 
involves amortization of the intangible, which is one of |he 
acceptable methods—is it your statement that the Commis¬ 
sion’s prescription of that method is not in conformity 
with generally accepted principles of accounting? 

1128 Would you answer that yes or no? 

! 

The Witness: I cannot answer that yes or no in relation 
to the overall treatment of intangibles. Classification of 
accounts itself provides for dealing with the elements of 
intangibles in accordance with what they represent. 

Q. Let’s assume it is one of these so-called unlimited 
term intangibles. 

A. Of continuing value and values unimpaired? 

Q. As described in Accounting Bulletin Number 24 which 
you referred to in your testimony. Now what is your an¬ 
swer? 

A. Well, it would be the exercise of regulatory authority 
by the Commission that made the acceptable accounting 
principles. You could not say that acceptable accounting 
principle was there to justify the Commission’s answer. 

Q. The method that the Commission prescribes is a 
generally accepted method. Right? 

A. No, I don’t know that it is right. 

Q. You mean writing off of intangibles is not in con¬ 
formity with generally accepted principles of accounting. 
It that your statement ? 

A. I don’t think that you can say that unlimited term 
intangibles of continuing value are required to be 

1129 written off by the terms of generally accepted a|c- 
counting principles. 
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Q. That is not my question. These intangibles that you 
have just referred to, is their writing off in conformity 
with generally accepted accounting principles ? 

A. If the intangibles are of continuing value, I would 
say no. 

Q. Then writing off of so-called unlimited term intangi¬ 
bles, where their value is unimpaired, you say is not in 
conformity with generally accepted principles of account¬ 
ing. Is that right? 

A. That is my opinion. 

Q. Then you say there are not several acceptable methods 
of treating with so-called unlimited term intangibles. Is 
that right? 

A. You are talking about utility industry and in terms of 
what is and what is not required by generally accepted 
accounting practice ? 

#•••#•• 

The Witness: I think that is true from the standpoint 
of generally accepted accounting principles. Generally 
acceptable accounting may have to recognize regulatory 
authority. 

Q. In so far as industrial companies are concerned, are 
there several acceptable methods of handling unlim- 
1130 ited term intangibles in the accounts, all of which 
are in conformity with generally accepted principles 
of accounting? 

A. In the case of industrials the principal element of 
unlimited term intangibles is goodwill. With respect to 
that item you will find variations ranging all the way from 
carrying investment in goodwill at the full amount paid, 
more or less in perpetuity, to $1 or zero. From the stand¬ 
point of generally accepted accounting, disclosure has been 
regarded as about all that accounting could require. In 
other words, in the financial statements you would tell what 
the company’s practice has been and what the resultant 
position of the balance sheet figure is following that practice. 

Q. Does that explanation mean that your answer to my 
question is “yes”, there are several acceptable methods of 
treating with intangibles by industrial companies, all of 
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which are in conformity with generally accepted principles 
of accounting? ! 

A. Yes. 

Q. That generally accepted principles, of which there 
are several for industrials, did not depend upon regulatory 
order to give them that status. Isn’t that so? j 

A. That is right. j 

Q. You say, however, when we move over into the field of 
utilities there aren’t several generally accepted methods. 
Is that right? j 

1131 The Witness: Well, the methods would be justified 
on the basis of the regulatory action, or again— j— 

Mr. Goldberg (Interposing): Just a minute, Mr. Grady. 
I would like to give you every opportunity to answer bpt I 
would like to have you direct yourself to the question. 
Would you like to have it read? 

The Witness: The answer to the preceding question I do 
not believe said that. I said that regulatory action within 
itself creates an accepted method from the standpoint of an 
accountant. You couldn’t do anything else with it. Ijt is 
somewhat similar, perhaps, to this: In the industrial case 
the owner has the option, the exercise of the option, and as 
accounting was developed that was not objected to, even 
though it causes an understatement of the invested capital 
in the enterprise, still accounting has recognized the varia¬ 
tion in treatment there as being acceptable so long as the 
story is told of what has been done. In the utility field when 
you come to a comparable situation, with the added factor 
of regulatory authority introduced. Certainly if regulatory 
authority causes a write-down from corporate cost, thbre 
would be nothing else that the independent accountant could 
do except explain what had happened in the financial state¬ 
ment. 

1132 Q. But if the regulatory Commission prescribes it, 
as you say, the accountant could not certify to the 

accounting statements and say that they are in conformity 
with generally accepted principles of accounting. Is that 
right ? 

The Witness: The accountant could say that the write¬ 
down was not required by generally accepted accounting 
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principles, but it was brought about by regulatory action of 
the Commission. 

« « • • • . • • 

Q. Could he certify to the statements as in conformity 
with generally accepted principles of accounting? 

A. I think, Mr. Goldberg, that he might have an opinion 
which would go either way. He might take exception to it; 
on the other hand, he might feel that the action of the regu¬ 
latory authority itself in the regulated industry was suf¬ 
ficient to deal with the matter. 

Q. Makes it in conformity with generally accepted prin¬ 
ciples of accounting? 

A. He might regard it so, yes. 

Q. And you say that an accountant could certify the 
statements as in accordance with generally accepted prin¬ 
ciples of accounting even though the amortization of 

1133 the so-called unlimited term intangibles is taking 
place at the direction of a Commission order. Is that 

right? 

A. That might be done. I think you can find cases where 
it is being done. 

Q. And that is in a perfectly proper certificate. Is that 
right ? 

A. Again the accountant is depending on disclosure of 
what has happened and the reason for its happening as a 
basis of informing investor or other interested party of the 
events. 

Q. As long as there is disclosure of what is being done 
and why it is being done, the accountant may certify to the 
statements as in conformity with generally accepted prin¬ 
ciples of accounting. Is that right? 

A. Not necessarily. 

1134 Q. I don’t understand what you are trying to tell 
me, Mr. Grady. I thought you said just that. 

A. What are we talking about? This last question is 
broad enough to be anything. You speak of disclosure. 

Q. You say as long as it is disclosed; what is being done. 
The accounts may be certified to as in conformity with gen¬ 
erally accepted principles of accounting. Isn’t that what 
you have told us this afternoon? 
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A. I have said that you could have conditions where it 
might be either way. 

Q. Under what conditions then would it be impossible to 
certify to the statements as not in conformity with generally 
accepted principles of accounting where the write-off is 
taking place, of so-called unlimited term intangibles, at the 
direction of a Commission order and full disclosure of that 
fact and of what is being done is made in the reports 1 j 

A. I think the conditions in this very case might do that, 
Mr. Goldberg. 

Q. What conditions? 

A. Where you have had a determination of value as 
well as an accounting determination by a Commission which 
clearly establishes that the values are there and they have 
not been impaired. I think the order of another Commis¬ 
sion requiring a write-off of those values in that case Where 
no losses occurred might require qualification. 

1135 Q. Is that a legal matter or an accounting matter! 

A. I think it is an accounting matter. 

Q. You say if there has been a determination of value. 
What do you mean by that ? Determination by whom and 
for what purpose? 

A. Determination of anyone having the authority to make 
a value which would be of significance in the accounts. 

Q. I am frank to say, Mr. Grady, you have succeeded in 
confusing me. I think I had better back up a little bitj and 
start over. 

You have said that for industrial companies there! are 
several generally accepted methods. Am I right so far? 

A. That is right. 

Q. And you have said that the accountant has been hble 
to certify to those methods, whichever ones are being j fol¬ 
lowed, as in conformity with generally accepted principles 
of accounting. Is that right so far? 

A. That is right. 

Q. And you have said that they have been able to do that 
because they could not do anything about it. Is that right? 
If the industrial wanted to write it off, that ended it. j Is 
that right? 

A. The fact they cannot do anything about it is not : the 
criteria. It is simply the fact that the nature of the ifJem, 
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this diversity of practice, has grown up, and in that 

1136 particular area, I am sure you recognize that the 
accountant may not be able to adjust any particular 

accounts that he might not agree with, but he still would 
express a qualified opinion if his views were not met. It 
happens that unlimited intangible costs, for whatever rea¬ 
sons in the historical development in the commercial field, 
there has been this varied practice that we described in the 
preceding answer. 

Q. What made it a generally accepted principle of ac¬ 
counting? 

A. Practice in industry. 

Q. Something which just grew up, and because it became 
established the accountant was foreclosed, you say, from 
saying that it was not in conformity with the generally 
accepted principles of accounting? 

A. That is correct. You have development of accounting 
thought from time to time. It changes. That happens to 
be one of the areas where a given set principle of either 
leaving the investment on or writing it off has not been 
established in the industrial field. 

Q. Leaving it on or writing it off, whether or not it has 
continuing value, is in conformity with generally accepted 
principles of accounting so far as the industrial field is 
concerned. Right? 

A. That is right. 

Q. In the industrial field, is it a generally accepted 

1137 principle of accounting that the accounts should re¬ 
flect cost to the present owner? 

A. Certainly I would say that is the predominant accepted 
basis of accounting; yes. 

Q. In other words, the same principle applies to indus¬ 
trial companies as applies to utility companies. Is that 
right? 

A. As to tangible properties. 

Q. You mean as to industrial companies with respect to 
intangibles arising in an acquisition of property there is 
no generally accepted principle of accounting which re¬ 
quires the accounts to reflect the cost of those intangibles. 
Is that right? 

A. That is right. 
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Q. In other words, as far as industrial companies are 
concerned you say that it is not a generally accepted prin¬ 
ciple of accounting that total cost to the present oyrner 
appear in the accounts f 

A. That is a generally accepted principle, sure. 

Q. That it should appear or should not appear? 

A. I think it should, but- j 

Q. (Interposing) Is that a generally accepted principle 
of accounting among industrial companies? , 

A. Yes, i tis a generally accepted principle. 

1138 Q. Doesn’t write-off mean that the accountant piay 
not certify the statements as being in conformity )vith 

generally accepted principles of accounting? 

A. No, for the reasons that I have just stated, that you 
have had the varied practice with respect to good will invest¬ 
ment, trade mark investment, and that sort of thing. 

Q. In other words, even though there is a generally; ac¬ 
cepted principle of accounting which says cost to the present 
owner must be reflected in the accounts, there are generally 
accepted principles of accounting which nevertheless permit 
the write-off of a part of that cost. Is that right? 

A. That is right. It may clarify it if I say I think the 
predominant generally accepted practice is to reflect cost 
to the present owner. Departure from that basis in sub¬ 
sequent write-off, in whole or in part, has not been con¬ 
sidered in the way the practice has developed as requiring 
qualification in the independent auditor’s opinion. 

Q. The independent auditor is able to say it is in con¬ 
formity with generally accepted principles of accounting, j Is 
that right ? j 

A. And for that particular matter is depending on dis¬ 
closure to tell the story. 

Q. Now, then, in the utility field you say there is likewise 
the principle that total cost to the owner is to be reflected 
in the accounts. Is that right? 

1139 A. That is right. 

Q. But you say with respect to the utility field, if 
write-off is taking place, even though there is full disclosure, 
such write-off is not in conformity with generally accepted 
principles of accounting. Is that right? 
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A. That is right, because the practice never developed 
as it did in the industrial field. 

Q. And the accountant could not certify the statements 
of the utility showing this write-off, even in the face of full 
disclosure, as being in conformity with generally accepted 
principles of accounting. Is that right? 

A. There you are getting onto the point where I said you 
might have a qualification or you might not, depending on 
the circumstances. 

Q. You mean you cannot answer that question? 

A. No, I can conceive of situations where I would give 
you a qualified opinion. I can conceive of others where I 
would not qualify it. 

Q. Suppose the write-off is taking place by the utility 
because management has elected to do so. In other words, 
management voluntarily, like the industrial company, elects 
to write off the intangibles of so-called unlimited term. 
Could the certifying accountant certify to the statements of 
that utility as in conformity with generally accepted prin¬ 
ciples of accounting? 

1140 A. He would be in the same position as he would be 
were the action taken pursuant to regulatory au¬ 
thority. 

Q. You mean he could not? 

A. I think you could have conditions where he would 
qualify and other conditions where he would not. 

Q. All right. 

Now we are back to that point. What conditions deter¬ 
mine whether or not the certifying accountant may or may 
not say that the write-off is in conformity with generally 
accepted principles of accounting? 

A. I should say that where you have had a determina¬ 
tion of value so that it is demonstrable there has been no 
permanent loss of the investment that you would have to 
consider qualifying the write-off as being a departure from 
generally accepted accounting practice. 

Q. In other words, you are saying in the utility field 
whether or not the write-off is being made at the volition 
of management, if there has been no impairment of the 
value of the so-called unlimited term intangible, the account- 
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ant may not certify the statements as in conformity'with 
generally accepted principles of accounting? 

A. There has been no practice, no industry practice, Mr. 
Goldberg, which has developed to permit the accountant 
to serve as a base for those departures. So it is ohe of 
those things where you are either on a cost basis of 

1141 recording and presenting your fixed assets, oif you 
are on some basis of valuation. If there is no such 

valuation evidence to support the write-off theory, then you 
are going from one type of acceptable evidence to some¬ 
thing else which is not supported, and that is why 4 say 
that under those conditions the accountant would haye to 
consider whether he is going to qualify or not. 

• • • • « * • 

I 

Q. I would like to have an answer to that, and will you 
please note that I have said in the question there has been 
no impairment of the value of the so-called unlimited term 
intangible that is being written off, would you say it could 
be certified as in conformity with generally accepted prin¬ 
ciples of accounting? 

A. You have not told me, though, Mr. Goldberg, whether 
I am to assume that there has been a determination of 
value which demonstrates the full amount of the cost cur¬ 
rently— 

Q. (Interposing:) I said there has been no impairment 
of value. 

A. I think that is a departure from generally accepted 
principles. 

Q. And the accountant could not consider the accounts 
as in conformity with generally accepted principles 

1142 of accounting. Is that right? 

A. If the amounts involved are sufficiently j sig¬ 
nificant to cause him to qualify. 

Qi What are amounts sufficiently significant? What 
order of magnitude? 

A. That is something which always has to be judged in 
relation not only to the balance sheet but results of opera¬ 
tions. I don’t know that I am prepared to give you that 
answer. Its materiality, of course, always is a factor in 
considering an opinion with reference to a given set of 
financial statements. 
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Q. Is it your testimony that management, by exercising 
its desires, makes generally accepted accounting principles? 

A. Not a single management exercising its own preroga¬ 
tives. If you have a practice which has been followed by 
enough managements to establish a business practice, then 
that tends to make it acceptable, yes. 

Q. It must have the status of a practice of the industry. 
Is that right? 

A. Of enough of a segment of an industry to be repre¬ 
sentative. 

Q. In other words, regardless of management’s preroga¬ 
tives, if management desires were not in conformity with 
generally accepted principles of accounting, it would be the 
certifying accountant’s obligation to call attention 

1143 to that fact? 

A. That is right. 

Q. You have told us this afternoon that an accountant 
may certify to the statements of an industrial company as 
in conformity with generally accepted principles of ac¬ 
counting where writing off of the so-called unlimited term 
intangible is being made, even though the value of that in¬ 
tangible is unimpaired. However, you say, do you not, that 
when we get over into the utility field, if its value is un¬ 
impaired the writing off, though the management’s volun¬ 
tary action, would not permit the certifying accountant to 
certify that the statements are in accord with generally ac¬ 
cepted principles of accounting if the amounts being writ¬ 
ten off are significant. 

Have I correctly stated your view ? 

A. Yes, and where there is evidence of value to rely on, 
that there definitely has been no loss in the value of the 
pertinent investment. 

Q. And that opinion is stated even though both for in¬ 
dustrial accounting and utility accounting you say that 
it is a generally accepted principle that cost to the present 
owner should be recorded in the accounts ? 

A. That is right. 

Q. Who determines whether the loss in value has taken 
place? Does the certifying accountant do that? 

A. No. 

1144 Q. The utility does it? 

A. It would have to be done—value, of course, gets 
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into management, engineering, regulatory province. Or¬ 
dinarily valuation of fixed assets is not something that the 
accountant would attempt to do. 

Q. In other words, he accepts management’s word for 
it. Is that the idea? 

A. Yes, he would have to. 

Q. I take it that you consider Mr. George 0. May an 
authority in the field of accounting? 

A. Yes. 

Q. You are familiar with his testimony before the 
Arkansas Commission in the proceedings which we have 
heard reference to here this morning, are you not? 

A. I was familiar with it at one time. I don’t pretend 
to remember all at this point. 

Q. At one time you read it? 

A. Yes. 

Q. Digested it. 

I should like to call your attention to Mr. May’s testi¬ 
mony before the Arkansas Commission which begins pn 
page 748, line 10, and extending through page 750, line 12. 
Will you please look at that and refresh your recollection 
as to its content? 

A. Yes, sir, I have read it. 

1145 Q. I take it you recognize the hypothesis that I 
have put to you this morning about the two com¬ 
peting utility systems, do you not ? 

A. Yes. 

Q. Mr. May there expresses the opinion, does he ndt, 
in response to the same query I put to you this morniHg, 
that a write-off of the excess would not he contrary to ac¬ 
cepted accounting principles. 

A. That seems to be some of his wording. I disagree 
with the answer. 

• •••••• 

1149 Q. Suppose management follows an accounting 
practice because of conservatism, but such practice 
is not in conformity with generally accepted accounting 
principles. Does the fact that management follows it be¬ 
cause of conservatism enable the certifying accountant to 
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certify the statements as in conformity with generally ac¬ 
cepted principles of accounting? 

A. Not necessarily. 

Q. Does it ever ? 

A. I don’t believe you could rely on conservatism alone 
for it. Again there are different factors of materiality. 

• •••••• 

Q. Mr. Grady, will you assume that our local utility 
here in town, Potomac Electric Power Company, or 
PEPCO, as it is popularly known, has $100 million of plant 
and a depreciation reserve of $20 million accumulated 
through payments made by consumers as depreciation 
charges. In other words, it has a net plant of $80 million. 

Assume, further, that PEPCO sells the plant to another 
utility company for $150 million. Do generally accepted 
principles of accounting require that the purchaser 

1150 capitalize the plant at $150 million? 

A. Yes, that is the cost to the purchaser. 

Q. Are you aware that regulatory commissions generally 
have not permitted the capitalization of the accounts of the 
full purchase price? 

A. Yes, I am aware that there have been cases where 
that has not been permitted. 

Q. And you are also aware, are you not, of the practice 
of the Interstate Commerce Commission of consistently 
approving purchases of property only upon condition that 
the excess, where it represents payment for intangibles, be 
amortized or written off? 

A. I don’t recall that particular provision of the ICC. 

Q. You are not familiar with that practice of the ICC? 

A. No. Is that in relation to railroads? 

Q. No, motor carriers. 

• ••••«• 

1151 Q. Assume that is the consistent practice of the 
Interstate Commerce Commission; do you have any 

opinion whether it is in conformity with generally accepted 
principles of accounting? 

A. The Interstate Commerce Commission, of course, 


621 


having jurisdiction of pretty much the whole industry^ I 
assume, that establishment of that general practice would 
probably tend to establish an accepted accounting practice 
in the industry. 

Q. Is it your testimony that that practice is in conformity 
with generally accepted principles of accounting? 

A. I have indicated before that I am not familiar with 
the particular practice, but certainly I am not in a positi on 
to say that it is not in conformity with generally accepted 
accounting principles. 

Q. In that hypothetical example I gave you of PEPOO 
selling its property, do the consumers have an interest 
in the accounting for the purchase price? 

A. The consumers certainly would have an interest in 
any matters which might affect the rate base pr 
1152 allowable earnings or allowable return so that I 
would have to know what the principles of regula¬ 
tion are before I could answer entirely. 

Q. Let us see if we can approach that this way: If the 
entire $150 million, the full purchase price, is capitalized, 
should depreciation be taken on that full amount to con¬ 
form with generally accepted principles of accounting? 

A. No. It should be taken on that part of the total con¬ 
sideration which is allocable to depreciable properties. 

Q. Let us assume that $120 million of it is allocable to 
depreciable properties. You would say that depreciation 
should be taken on the $120 million? 

A. That is right. 

Q. And your answer means, then, does it not, that capi¬ 
talization of the full purchase price, at least to the extent 
that it is associated with payment of tangible property, re¬ 
quires the consumers to pay depreciation twice on at least 
$20 million of property ? Isn’t that so ? 

A. No, I don’t think that is so. I think the consumers 
pay for a service. He doesn’t pay for depreciation. 

Q. The payment for service involves in part a payment 
for the cost of the property serving him. Is that right? 

A. If you are on cost principle of rate determination. 

Q. Yes, let us stay on that cost principle. The answer 
is yes, then? 
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1153 A. Added depreciation would be an element of cost, 
that is right. 

Q. So that he would have paid depreciation twice on at 
least 20 million? 

A. No, I don’t think so. 

Q. You would say that depreciation as an element of 
cost has been charged to him twice on at least $20 million, 
would you not? 

A. No, I do not think there is any charging of that sort. 

Q. In my hypothesis depreciation of reserve of $20 mil¬ 
lion had been established through payments made by con¬ 
sumers. You recognize that? 

A. Yes. 

Q. So that the cost of service included depreciation 
charges to the tune of $20 million paid by the consumers. 
Is that right? 

A. Well, your $20 million, or whatever is the appropriate 
reserve for depreciation to be taken up by the purchaser, 
of course, would be reflected in the accounts at the date 
of acquisition. 

Q. But you would also reflect in the plant account $120 
million for tangible property. Is that right? 

A. On the basis of your assumption, yes. 

Q. And you would depreciate $120 million; is that 

1154 right? 

A. Well- 

Q. Or would you depreciate only $100 million? 

A. If your annual rates were related to total cost you 
would apply, of course, the rates to the total cost, but 
with the depreciation reserve of $20 million, or whatever 
else the purchaser started out with, you, of course, would 
expect only to amortize the remaining cost over the remain¬ 
ing life of the properties. 

Q. Didn’t the company pay for that depreciation reserve 
when it bought the property for $150 million? 

A. No, I don’t think so. I think what they bought was 
a property in a given depreciated condition, and in deter¬ 
mining how the property should be set up they would 
have the problem of not only dealing with the gross but 
with the depreciation reserve at that date. 
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Q. Let us assume they took over the depreciation re¬ 
serve. As I understand your testimony they would put 
$120 million in account 100.1 and $20 million in account 
250, and then they would have net plant of $100 million. 
Is that right? 

A. That is right. 

Q. And they would depreciate the net plant of $100 
million. Is that right? 

A. Ordinarily utilities depreciate on the gross and hot 
on the net. The net enters into it in determining 

1155 the estimated remaining life, but- 

Q. (Interposing) The effect is the same? 

A. The effect is the same but you can get twisted up 
in the wording and in reference to it. 

Q. I am sure we will not get twisted up, Mr. Grady. But 
the fact remains that with the capitalization of $120 liiil- 
lion associated with the tangible assets, and if the purchas¬ 
ing company establishes on its books for that propejrty 
PEPCO’s reserve of $20 million, the customers will have 
included in their cost of service by reason of the changh of 
ownership depreciation cost not of $80 million but of $100 
million. Is that right? 

A. The utility company would have included it in its 
costs for the subsequent period, that element. Whether!or 
not it was included in what you collected from the cus¬ 
tomers would depend again on the basis of your r^te 
regulation. 

Q. Let us stick to a cost basis. 

A. I mean corporate cost- 

Q. (Interposing) Cost as reflected by this company Ion 
the accounts. Now, then, if it is required to depreciate t!he 
full cost of the tangible property as you say, then it!is 
the fact, is it not, that it will have to charge depreciation 
against the consumers on $100 million; is that right? 

A. I don’t agree that it is charging it against the con¬ 
sumers, Mr. Goldberg. The company has to charge 

1156 that much to its own costs. I don’t know of any par¬ 
ticular case where the mere transfer of property 

would necessarily change the basis of your rate regulation. 
I think that is where we are off. If you are assuming tl^at 
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your rate base before the sale was the old company’s book 
figures and you are assuming that the rate base now is the 
new company’s book figures, there would have been a jump 
up in the rate base as far as the company is concerned- 

Q. (Interposing) Are you saying that the mere account¬ 
ing on the books does not impose the depreciation charge 
in the consumers? 

A. That is right. 

Q. In other words, before the depreciation charge is 
imposed upon the consumers there would have to be a re¬ 
turn allowed and depreciation cost based upon tangible 
property of $120 million. Is that what you are saying? 

A. I am saying that your rates are determined for service 
and that your basis for determining those rates may or 
may not be in agreement with the basis of accounting in 
the company’s accounts. 

Q. In other words, the treatment in the accounts will 
not determine whether the consumer is paying depreciation 
charges on $120 million. Is that right? 

A. That is right. 

Q. That will depend upon the treatment of that purchase 
price for rate-making purposes. Is that right? 
1157 A. That is right. 

Q. Is the United Airlines one of your clients ? 

A. United Airlines is a client of Arthur Andersen and 
Company. I handled it when I was there for a certain 
number of years. 

Q. Are you familiar with the recent decision of the Civil 
Aeronautics Board on the United Airlines acquisition case? 

A. No, I am not. 

Q. Let us assume that in that PEPCO illustration I gave 
you that several companies had been competing for the 
purchase of the property, and that the price paid of $150 
million is the result of competition for that property. Is 
it still your answer that unless the full purchase price is 
capitalized, the accounting is not in conformity with 
generally accepted principles of accounting? 

A. Initially, I mean the initial recording, Mr. Goldberg, 
of the corporate costs obviously should be the cost of the 
acquiring company. That is the generally accepted basis 
of accounting unless something else is introduced of a 
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stronger economic significance. Then that cost—sevjeral 
things might cause that, but certainly cost—should^ be 
followed there until some other factor comes into being 
which in all the circumstances means that your cost ought 
to be thrown overboard. 

1158 Q. Suppose the purchasing company elects! to 
amortize the excess? Would that amortization be 

in conformity with generally accepted principles of account¬ 
ing? 

A. I think in the absence of any determination of values 
by someone whom you had to pay attention to that cer¬ 
tainly you could not say it was contrary to generally! ac¬ 
cepted accounting practice. 

Q. Supposing management decides to write it off fjom 
the date of the purchase, concluding that the value was 
there, it had just paid for it, would that be in conformity 
with generally accepted principles of accounting? 

A. Merely to do it arbitrarily, without having some 
basis of valuation to go to, you have either to have dost 
or you have to have some determination of value or other¬ 
wise you are just being completely arbitrary. j 

Q. They concluded the value was there when they paid 
$150 million, and they are still of the opinion that itj is 
there when they decide to write it off. Would such write-off 
be in conformity with generally accepted principles of 
accounting? 

A. It will be a complete departure, of course, from a 
cost basis, and if you have not any dependable yardstick 
to go to except someone’s whim, I think you might have a 
qualification. You would have difficulty in stating what "he 
basis of the new valuation was in describing whether 

1159 it was an acceptable basis or not. 

Q. Management decides in its discretion that it 
wishes to write it off, even though the value is there. Could 
you, as the certifying accountant, say that the statements 
are kept in conformity with generally accepted principles 
of accounting? 

A. If that value were there and were established fey 
sufficiently recognizable standards, I think the accountant 
would have to say that the company’s adopted accounting 
procedure was contrary to this other evidence. 
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Q. Would the certifying accountant have independently 
to determine that the company’s determination that the 
value is still there is a proper one? 

A. I am not sure he would be capable of determining 
whether it is proper. He would be capable of judging 
whether or not it seemed to be objectively determined. But 
suppose your regulatory authority found the value? Then 
I think clearly the company does the arbitrary writing off 
below that; then the accountant would have to call attention 
to the disparity between the company’s practice and find¬ 
ings of the regulatory body. 

Q. Suppose that in approving the purchase of the prop¬ 
erties it requires the purchasing company to write off the 
excess? Would that be in conformity with generally ac¬ 
cepted principles of accounting? 

1160 A. I am afraid I don’t follow you. 

Q. The direction to write it off. 

A. The regulatory authority? 

Q. Orders a write-off. 

The Witness: In answering the previous question regard¬ 
ing the company’s action it was tied into some dependable 
standard of value. If that same dependable standard of 
valuation were still present, then I think you would be in 
the same position with respect to explaining the disparity 
between one and the other if the action originated with the 
regulatory commission. 

Q. Is it your testimony that you cannot tell me whether 
the write-off would be in conformity with generally ac¬ 
cepted principles of accounting? 

A. I cannot tell you that just taken alone, just taking 
your statement alone, because you are departing from cost 
and without giving me any alternative economic 

1161 yardstick of the basis to which you are going. Do 
you see? 

Q. For what purpose? 

A. You are going from cost as a basis for recording 
fixed assets to something else. 

Q. How so? 

A. By the write-off that you assume. 
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Q. When 100.5 is eliminated what have you left on the 
books ? 

A. You have that portion of the cost—you have original 
cost. I 

Q. You have cost on the books and not value. Is that 
right ? | 

A. No, you have original cost. 

Q. You have cost on the books? j 

A. No, You haven’t. You have cost to somebody else. 
Q. You want the adjective there to indicate that it is 
predecessor cost? 

A. Yes. 

Q. But it is cost, right? 

A. It is cost to somebody but not to the owner. 

Q. Then it is not value. J 

A. By departing from cost to the present owner, I tljiink 
you intend to adopt a value basis. 

Q. Is it your statement that when industrials write off 
intangibles that they thereby depart from the Cost 
1162 standard of accounting? 

A. They do with respect to those items, yes. | 

Q. But not with respect to the balance of the accounts. 
Is that the idea ? j 

A. Yes, not with respect to the remaining accounts, 
presumably an allocation has been made of the total Con¬ 
sideration or total cost to different classes of assets, and 
the other assets would still be carried at that allocated 
amount. I 

Q. In other words, as far as public utilities or indus¬ 
trials are concerned, where write-off has taken place you 
say that insofar as the remainder that is on the books is 
concerned, that is cost, but it is cost to the predecessors, 
and to that extent your accounts are still on a cost basis. 
Is that right? 

A. I don’t believe it would be cost to the predecessors. 
I think it would be cost to the present owner. 

Q. But to that extent you still would be on a cost basis? 
A. You would be on a cost basis with reference to the 
particular assets that you are dealing with. 

Q. But you say when a write-off of the excess ovier 
original cost takes place, that the write-off is being majle 
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on tlie basis of a concept of value. Is that what you are 
saying? 

A. Yes, I think that is what it must tend to he. It 

1163 cannot he anything else. 

Q. Why? 

A. Cost to someone else is only significant in respect of 
the significance which may be attached to it from a regula¬ 
tory standpoint. The concept of accounting to some extent 
is based, that is our dollar accounting, is based on a con¬ 
cept of a uniform purchasing power of dollar which, of 
course, we all know does not exist. In view of the great 
increase in price levels at the present time the purchase of 
properties currently, I don’t think the cost the persons 
originally building the properties would have a great deal 
of significance insofar as the presently-acquiring company 
accounting for its investment in depreciable property is 
concerned. 

Q. You do not write off the depreciable property on any 
concept of value, do you ? 

A. No. 

Q. Then will you please explain to me, because I am try¬ 
ing to understand, why the amortization of the intangibles 
represents a writing off on the basis of a concept of value ? 

A. Perhaps some of the difficulty, Mr. Goldberg, you are 
now talking about intangibles. Before you were talking 
about plant acquisition adjustment. You could have, of 
course, both tangibles and intangibles in your plant 

1164 acquisition adjustment account. Maybe that is the 
difficulty. 

Q. Let us take intangibles. 

A. Intangibles, if you are writing off only intangibles, 
then you would he dealing with only part of your plant 
acquisition adjustment accounts. 

Q. Dealing now with only that part of it, when writing 
it off have you departed from the cost basis of accounting? 

A. You have insofar as intangibles are concerned. 

Q. Why? 

A. Simply because you have written off your investment 
in those intangibles. 

Q. You write off tangible property, rather you depreciate 
it, but you would not say as to that that you are departing 
from a cost standard of accounting? 
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A. You amortize the cost over its expected life. 

Q. All right. 

A. Land you don’t amortize because it is customary not 
to give it an expected life. This unlimited term “intangi¬ 
ble” falls somewhat in the same category. 

Q. You mean they have no service life? 

A. That is correct. The concept is that there is an 
enterprise which is a going concern and no provision is 
made for its becoming completely obsolete as an enterprise. 

Q. Maybe I had better ask you what you mean by f‘un¬ 
limited intangible”. What is this unlimited intangi- 
1165 hie term? What does it mean? 

A. To me it means- 

Q. (Interposing:) In perpetuity? 

A. Not necessarily. It simply means coterminous with 
the life of the enterprise. 

Q. So indefinite that you don’t know what it may he. 
Is that it ? 

A. That is right. 

Q. So long that it is difficult to estimate what the service 
life may be? 

A. Yes. Not necessarily service life. It is what the 
economic life of the enterprise will be. 

Q. In any event, when you speak of an unlimited term 
intangible, you do not mean an intangible which would con¬ 
tinue in existence in perpetuitv. Is that right? 

A. No. 

Q. You mean only an item whose term of existence you 
have difficulty determining? Is that right? 

• •••••• 

1167 The Witness: That isn’t all I mean, no, because 
you have difficulty in determining a lot of very long 
term physical properties, even. 

Q. Which you nevertheless estimate? 

A. That is correct. 

Q. Then what do you mean? 

A. I mean more or less those elements which relate so 
much to the enterprise that they are more or less cotermi¬ 
nous with the enterprise in so far as anyone can foresee 
based on current conditions. You have always to recognize 
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that conditions might arise which might cause you to change 

your mind, in other words, which might- 

Q. You consider capitalization of prospective earning 
power when it represents the excess over original cost paid 
as one of the so-called unlimited term intangibles. Right? 

A. Well, I think that is total purchase cost myself. I 
think that is what you pay for it, all of it. 

Q. If the intangible is capitalization of prospective earn¬ 
ing power, do you consider it as an unlimited term intangi¬ 
ble? Is that right? 

A. I think the total consideration is determined by earn¬ 
ing power. Then having arrived at the total considera¬ 
tion you have the problem of allocating it between 

1168 tangibles and intangibles in order to be able to 
account for those elements of your investment which 

should be provided for by some form of amortization. 

Q. All of the intangibles are really explained in terms of 
capitalization of prospective earning power. Is that right? 

A. I think tangibles are, too. That is the point of de¬ 
parture, I think. 

Q. Then you agree with me in what I have said about the 
intangibles ? 

A. I relate it to the total purchase price, and then I find 
the intangibles as process of allocation. 

Q. The intangibles represent capitalization of prospective 
earning power. Is that right ? 

A. I think that is what your total cost represents. 

Q. After you segregate it that is what the intangibles 
represent ? 

A. No, that represents the portion of your total cost 
that is allocable to intangibles. 

Q. Paid as a result of capitalization of prospective earn¬ 
ing power? 

A. Paid as a result of negotiation of the total purchase 
price which I believe in most instances is determined pre¬ 
dominantly on an earning power basis. 

Q. And when you have referred to the intangible 

1169 portion as having unlimited term, aren’t you thereby 
saying that the earning power anticipated at the time 

would continue indefinitely at that level? 

A. Well, not necessarily at that level. They might be 
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optimistic enough to think that the earning power would be 
improved. 

Q. If a relation didn’t exist at the time of acquisition, 
the likelihood is that when regulation comes along there 
would be a cutting down of the earning power. Isn’t that so ? 

A. Well, certainly that is one of the factors which would 
enter into the consideration. 

Q. Suppose the excess were paid at a time when there was 
no regulation of the industry, and regulation subsequently 
occurs with consequent reductions in the earning power of 
the regulated company? Do you think it is reasonable to 
presume that the intangibles which were based upon hoj>ed- 
for earnings of an unregulated enterprise had continued in 
existence? 

• •••••• 

1170 The Witness: Well, obviously if regulation lhas 
permanently eliminated a portion of the earn¬ 
ings, then they are no longer in existence. That seems 
to be obvious from the assumptions that you have given me. 

Q. There has been a loss of the intangibles, you wduld 
say? 

A. Well, there has been an elimination on the basis of the 
facts which you have given me. 

Q. Yes. 

A. There has been an elimination of the earnings. If 
that is permanent, then if that is accompanied by ap¬ 
propriate determinations of value, conceivably you 

1171 could have a permanent loss in the intangible valhes 
currently in the enterprise in relation to previous 

costs. 

Q. Under those circumstances you would have no dif¬ 
ficulty in saying that the writing off is in conformity with 
generally accepted principles of accounting, would you? 

A. Not if it was in accordance- 

Q. (Interposing:) With the facts I gave. 

A. And the determinations of value by appropriate means 
as a yardstick. 

Q. Would there have to be a determination of value if 
the utility Commission were following the investment basis 
of regulation? 


632 


A. If it were following tlie investment basis there would 
be no problem, because that would give the company, pre¬ 
sumably, a return on its investment. 

Q. But the return it provides the company is consider¬ 
ably less than the prospective earnings capitalized as a 
basis for paying the purchase price. Are you saying that 
even in those circumstances the intangibles continue in 
existence ? 

A. Yes, it seems to me on the facts you have given me 
there would be no occasion for mandatory write-off. 

Q. How about a voluntary write-off? Would that be 
in conformity with generally accepted accounting principles ? 
A. On the'basis of the facts we are taking, you said there 
was an investment rate base, which means that 

1172 their full investment would still have value. It seems 
to me there that there would he no justification for an 

arbitrary write-off. 

Q. Do' you feel that the accountant could not certify the 
statement as in conformity with generally accepted account¬ 
ing principles? 

A. I think you would have to call attention to the fact 
that the write-off results in a lowering of the investment 
in relation to the rate base value found by the Commission. 

Q. But in your certificate you could not use the phrase ‘ ‘ in 
conformity with generally accepted accounting principles.” 
Is that right? 

A. I think that gets back to a set of conditions where you 
would have to call attention to the disparity between write¬ 
off and the other. 

Q. Does that mean that you would not say in your cer¬ 
tificate that the accounts are being kept in conformity with 
generally accepted accounting principles ? 

A. You would say subject to the foregoing explanation, 
or something of that sort. 

Q. To that extent they are not? 

A. Yes. 

Q. That is what it would mean? 

A. That is right. 

1173 Q. Do you consider that regulation of the accounts 
of a utility affects management’s discretion with 

respect to the accounting practices of that company? 
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The Witness: Quite definitely. 

Q. In other words, that there may be effective regulation 
of the industry, the regulatory authority must have au¬ 
thority to control the accounting practices of the companies. 
Right ? 

A. Well, it does have it. 

Q. That is one of the purposes of accounting control 
among regulated enterprises, is that right? 

A. Yes. 

Q. Effective regulation? 

A. That is right. 

Q. To be sure we are together on this, Mr. Grady, for 
further questions may I put it to you this way: In order to 
achieve effective regulation in the public interest, managerial 
discretion regarding the accounting practices of the cotn- 
pany must of necessity be subject to the control of the regu¬ 
latory authority? Would that be a fair statement? 

A. Within whatever authority, of course, that the regu¬ 
latory body has. 

1174 Q. I am not asking you to get into the legal aspects 
of it. 

A. That I wouldn’t attempt to pass on. 

•••••#• 

1175 Q. One of the purposes of giving a Regulatory 
Commission control over the accounts of its regulated 

companies is to foster sound financial and economic condi¬ 
tions in the industry. Isn’t that so? 

A. Yes, I would assume that was one of them. 

Q. And another purpose is to achieve uniformity and 
standardization among the practices of the companies that 
are regulated by the regulatory Commission. Isn’t that s<j>? 
A. Yes. 

Q. And those objectives may require the over-riding— 
let me put it that way though I do not intend a harsh coh- 
cept by it—of the discretion of management. Is that so ? 

A. Well, certainly there are limitations on management 
in regulated industries which do not exist in other industries. 
Management of any industry is subject to some regulation 
in our country. 


I 
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Q. And you are saying it is a curtailment of manage¬ 
ment’s discretion in and of itself ? Isn’t that what you are 
saying? 

A. Yes. 

Q. And that goes to accounting practices and the discre¬ 
tion of management with respect thereto, doesn’t it? 

A. Certainly there would be some limitation by the 

1176 mere adoption of the classification of accounts. 

Q. And the purpose of a Uniform System of Ac¬ 
counts, such as that prescribed by the Federal Power Com¬ 
mission for electric utilities, is to effect uniformity and 
standardization in order that a particular item in the 
financial statements of one company will be understood 
to be stated on the same basis as that of the same item of 
the other companies ? 

The Witness: Certainly the adoption of the Uniform 
System of Accounts obtains some reasonable degree 
of uniformity of classification of information and that 
sort of thing. I think, however, you need to guard against 
the assumption that you get absolute uniformity, because 
you do not get that, you do not get absolute uniformity and 
I do not think you ever will. I think you get a practical 
degree of uniformity. 

Mr. Goldberg: I think I can agree with you on that, Mr. 
Grady, but having in mind what you said, isn’t the purpose 
of a Uniform System of Accounts precisely what I have 
put in my question? I would like to have it read to 

1177 you and see if you can agree with me. 


Mr. Goldberg: If your answer means “yes,” I am satis¬ 
fied. I am not sure it does. 

Q. I don’t think that quite answers the question. All 
you have said is that all complete uniformity is not achieved, 
and though I may find myself in agreement with you I 
would like to have an answer to my question. 

A. The specific wording you have used, however, Mr. 
Goldberg, I don’t think I can say that. You said “on the 
same basis.” Even though it says “cost” I don’t think it is 
on the same basis. It is within a reasonable range of the 
same basis. 
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Q. Well, the purpose of the Uniform System of Accounts 
nevertheless is to achieve standardization to the greatest 
extent possible in order that a particular item in the financial 
statements of one company will have the same meaning in 
the same item of other companies? 

A. If you will substitute “practical” for “possibleI’ I 
think I can agree with you. 

Q. Let’s see where that substitution takes place. 

• • • • • • • 

1179 Q. You would rather say “practical” rather than 
“possible”, then, is that right? 

A. Yes. 

Q. I will accept that amendment. With that amendment 
vour answer is “ves”? 

A. Yes. 

Q. A system of accounts is designed, is it not, for the 
information and guidance of those who have regulatory, 
managerial, financial, or other interests in the enterprise? 

A. It should be so designed for the purposes of anvhne 
who has an interest in the enterprise. 

Q. Will you agree with this: That unlike the accounts 
of industrial companies, those of utilities must he kept in 
such manner as will enable the regulatory commission to 
fulfill its statutory duties such as those relating to rales, 
financing, dividends, depreciation, and other things? 

A. Yes, I think that is one of the primary purposes. 

Q. And because the accounts of the utility must he de¬ 
signed and kept to fulfill most effectively the needs of the 
regulatory commission, the accounts of public utilities often 
must include procedures that you do not find in industrial 
accounting. Isn’t that so? 

A. Yes. 

Q. Often, they, Uniform System of Accounts, do 

1180 not provide for the management’s selection of One 
acceptable practice as against another, but require 

management to follow the one particular practice of the ac¬ 
ceptable ones in order that the accounts he kept to enable the 
regulatory commission to fulfill most effectively its needs? 

• •••*•* 
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The Witness: My understanding of the System of Ac¬ 
counts is that it specifies the card of accounts that shall be 
followed, and indicates generally the items to he included 
in each of the special accounts. On the whole, I do not be¬ 
lieve it does go into alternative treatments so much. It is 
usually contemplated, I believe, that when you have a de¬ 
batable question it might be worked out by cooperative 
means and that sort of thing between the regulatory authori¬ 
ties and the company. The particular wording of your ques¬ 
tion, restriction of alternative practices, I would have trouble 
turning to the classification of accounts and finding some¬ 
thing which says you shall not adopt this alternative prac¬ 
tice and the other. It is more on a positive basis. 

• •••••• 

1181 Q. Because the accounts of the utility as we have 

agreed, must be designed and kept to fulfill most effec¬ 
tively the needs of the regulatory commission, the regu¬ 
latory commission may find it necessary to prescribe that a 
particular practice be followed; whereas, in industrial ac¬ 
counting that practice, and even another practice, may be 
followed by the industrial company at the discretion of 
management. 


1183 Q. Do you agree or do you not agree that that is so? 


The Witness: A preceding question asked whether in 
the case of a regulatory industry where uniform system of 
accounts have been adopted that didn’t impose some re¬ 
strictions on management. I answered that on manage¬ 
ment’s discretion and choice of alternatives. 

Q. I was getting down to the prescription of system of 
accounts in the last question. 

A. I answered that “yes.” I think that was a better 
question and a better answer. 

Q. Perhaps it was a better-phrased question, but your 
answer was “yes” to this, too. 
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A. If this means the same thing as the other question, iny 
answer is still “yes.” 


1185 Q. Mr. Grady, I take it you are familiar with the 
accounting research Bulletins of the American Insti¬ 
tute of Accountants. 

A. Yes. 

Q. I would like to show you a passage which appears in 
Accounting Research Bulletin Number 1, dated September 
1939, the statement being as follows: “The Committee re¬ 
gards corporation accounting as one phase of the working 
of the corporate organization of business, which in turn it 
views as a machinery created by the people in the belief that, 
broadly speaking, it will serve a useful social purpose. 

1186 The test of the corporate system and of the special 
phase of it represented by corporate accounting 

ultimately lies in the results which are produced. These 
results must be judged from the standpoint of society as a 
whole, not from that of any one group of interested parties.” 

Would you say that fairly states the purpose of corporate 
accounting? 

A. Certainly I agree with the statement. There may be 
other specific purposes but I am in full accord with the state¬ 
ment expressed. 

Q. At page 21 of your prepared testimony now appearing 
at page 1046 of the transcript, you there say that steward¬ 
ship reporting is the primary purpose of financial account¬ 
ing. 

I should like to have you tell us what you mean by steward¬ 
ship reporting. 

A. Briefly, stewardship reporting means reporting to the 
owners of the business on conduct of affairs and what has 
been done essentially in the way of operating results and the 
resultant financial position with the investment funds turned 
over to a given management for the corporate purposes pf 
the enterprise. 

Q. When you refer to the owners of the business, do you 
refer to all classes of security holders or just common stock¬ 
holders? 
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A. I would refer to all classes. 

1187 Q. On what basis do you conclude that reporting to 
the owners is the primary purpose of financial ac¬ 
counting? 

A. Well, it seems to me that the whole corporate form of 
business, in the way it has developed in our country, involves 
the collection of aggregates of capital from numerous 
owners, the limited liabilities which go along with that cor¬ 
porate form of organization, of course, together with the 
development of widespread business organizations. Stew¬ 
ardship reporting goes to the fundamentals of discharging 
the responsibility that any management undertakes in 
dealing with property of others. 

1188 Q. Do you use “primary” as meaning the most 
important purpose? 

A. Yes, that is my view of it. 

Q. And when you say that reporting to the owners is the 
most important purpose of financial accounting, do you 
there intend to apply that statement to industrial accounting 
as well as accounting carried on by utility companies pur¬ 
suant to a system of accounts prescribed by regulatory com¬ 
mission? 

A. I think it would apply to all business. 

Q. You make no distinction there between industrial ac¬ 
counting and utility accounting. Is that right ? 

A. There may be distinctions but certainly I think steward¬ 
ship accounting is applicable to both. 

Q. Insofar as your statement is concerned, that the most 
important purpose of accounting is reporting to the owners 
of the business, you consider that statement applies to indus¬ 
trial companies as well as utility companies without dis¬ 
tinction ? 

A. That is right. 

Q. Doesn’t the statement in Accounting Bulletin No. 1 
that you agreed with oppose the idea that reporting to the 
owners is the primary or, as you have also said, the most 
important purpose of corporate accounting? 

A. I don’t believe there is any conflict. 

Q. Doesn’t that statement of yours conflict with 

1189 that statement which appears in the bulletin which 
you agreed with: ‘ ‘ These results must be judged from 
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the standpoint of society as a whole, not from that of any 
one group of interested parties”? 

A. I fail to see any conflict. 

Q. The owners, the security holders, are just one group 
of interested parties, are they not? 

A. Broadly speaking that is right. I think perhaps the 
reconciliation of the two that I have in mind which bridges 
any possible gap is that the successful working of a system 
of private enterprise I think necessarily involves, if you 
are selecting between important detail purposes of account¬ 
ing—and accounting serves many purposes—it would put 
stewardship first. I think it is important to all of society— i— 

Q. (Interposing) It is important to all? 

A. It is important to all of society that a system of private 
enterprise work out in the right sort of way. Responsibility 
of reporting is one of the things, I think, which causes it jto 
work out in that manner, and therefore I think it is entirely 
consistent with this broad statement. 

Q. It seemed to me it was difficult to say that the purpose 
of meeting the needs of the owners, regulatory commissions, 
the creditors of a business, and investors and other inter¬ 
ested parties, that it was difficult to say that one 
1190 purpose was more important than the other, that it 
should meet the needs of all of them. 

A. I think that is true, and therefore I feel that no ope 
purpose ought to be allowed to completely dominate the 
issue and frustrate the performance of the other purposes. 

Q. On page 5 of your prepared testimony, which now 
appears at transcript 1029, you there have named certain 
items which you have classified as unlimited term intangible^. 
Yesterday you gave us your concept of the meaning of the 
phrase “unlimited term” as you use it. 

Would you now give us your definition of each of those 
so-called unlimited term intangibles there listed by you? 

A. The terms which I have listed as examples of unlimited 
intangibles are trade marks, organization costs, integration 
costs, going concern value, and good will. 

Trade marks, of course, are the values inherent in regis¬ 
tered trade marks pursuant to the legislation on that sub¬ 
ject which acquire value through advertising and reputation 
as to value of the products, and so forth. 
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Organization costs, I would be perfectly willing to adopt 
the definition in your own classification of accounts on that. 

Q. All right. Then let us pass that one. 

A. Integration costs are those costs of pulling together, 
bringing together under one management or organization, 
of several separate, what have been separate, enter- 

1191 prises into one much larger integrated type of opera¬ 
tion which takes on characteristics that must be iden¬ 
tified with the changed basis of operations as distinguished 
from the individual separate operations of the previous 
component parts. 

Going concern value might be regarded by some people 
as somewhat interchangeable with integration costs. 

Q. You say might be regarded by some people as inter¬ 
changeable? 

A. I think there is an element of interchangeability. 

Q. Identity, you mean? 

A. Yes, I am not saying they are identical but I think 
there is an element of comparability. Going concern value 
to me would also comprehend, however, the values inherent 
in an organized business setup as a going concern in com¬ 
parison with a business which might be in the launching 
stages and might have a lot of organization problems ahead 
of it. In other words, one is in full motion whereas the other 
would be not yet quite launched. 

Q. Are you saying this: Going concern value is associated 
with a corporation that is beyond the development stage? 

A. Yes. 

Q. And is well organized? 

A. Yes. 

Q. And by well organized, you mean not only going full- 
blast but it is a well-oiled organization and a profit- 

1192 able organization? 

A. By well organized, I mean it has competent 
people, and so on. In other words, it is ready to do a job 
and it can do a job more effectively and more profitably 
than someone starting fresh in the business. 

Q. Does it have to be earning a fair rate of return? 

A. Not necessarily, but there would have to be rather 
strong expectations of such ability, I think. That would 
have to be in the prospective earnings picture, certainly. 
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Q. There have to be good prospects of getting a fair rate 
of return in the near future, but you would not require that 
it exist at the outset? 

A. I might not. 

Q. You would be required to say that going-concern value 
exists in an efficient organization and not in an inefficient 
one? 

A. Of course there are relative degrees of efficiency pud 
inefficiency. You would have a point where if the inefficiency 
were so extensive you might have a negative value and you 
might be better off to start fresh. 

Q. In other words, you are saying that there could'be 
going-concern value even though there is inefficiency, put 
you won’t have as much going-concern value as you would 
have with an efficient organization. Is that it ? 

A. Yes, I think that is true, because you would not hive 
the earnings prospects. 

1193 Q. Go ahead with your definition of going-concern 
value if you have not finished. 

A. I think I have finished. 

Good will is a term used more commonly in industrial 4 n d 
commercial enterprises. 

Q. You mean instead of referring to it as going concern 
value in industrial enterprises, there you refer to it as good 
will. 

A. There may be differences in the characteristics but it 
is a commonly-referred-to item in industrial enterprises, 
and it encompasses the different kinds of things normally 
which I have talked about in the two preceding items. 

Q. You mean going-concern value and integration cost? 

A. Yes. 

Q. And possibly trade mark? 

A. Usually you don’t distinguish them. They may both 
be there, but in industrial practice the general policy is! to 
lump them all together. 

Q. I understand what you are saying is that they are 
the same interchangeably and identically among the three 
you are in the process of defining—integration value, good 
will and trade mark, although good will usually is associated 
with industrial companies rather than utilities. Is tljiat 
right? 
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A. That is right. 

Q. Would you go ahead with your definition of 
1194 good will ? I think I interrupted you before you got 
a good start on it. 

••*•••• 

The Witness: Good will would include all of the types of 
benefits and value created by dependable service and high- 
grade products, ability to carry on a profitable operation. 
There are probably other factors, but I think that is all I 
care to add at this time. 

Q. From the attributes you have associated with good 
will and the attributes you associated with going-concern 
value, they appear to be very much the same ? 

A. There are certain elements common to both. I think 
going-concern value, integration costs, and those types of 
things have been developed because of the particular regu¬ 
latory problems and regulation problems in the utility in¬ 
dustry. That has not existed in commercial enterprises and 
therefore you have not had precise definitions and breaking 
down of categories in intangible costs and values. 

Q. However, organization costs have been usually set 
out both in industrial and in utility accounts, have they not ? 

A. They are common to both. 

Q. It usually has been set out separately and not included 
as part of these other intangibles? 

• •••••• 


A. If you are talking about balance sheet presenta- 
1195 tion, I think it is seldom important enough to set 
out as a separate item. It would be usually identifi¬ 
able in the accounts. 

Q. You have given us your concepts of the so-called un- 
limited-term items which you set forth on page 1029 of the 
transcript in your testimony, but then you added, after list¬ 
ing those, “etc.” I am very much interested in what that 
“etc.” covers. Can you name the others? 

A. That simply covers the fact that I don’t know I have 
made an exhaustive study of the subject. I have no further 
general examples that I care to give. On the other hand, 
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there may be others which could be listed if you make an 
exhaustive presentation of the matter. 

Q. Right now you cannot think of others? 

A. I don’t think of any others. 

Q. How about the cost incurred by a company in eliminat¬ 
ing a competitor? Does that suggest a class of unlimited 
term intangible to you ? 

A. I think you will have to define for me what you mean 
by eliminating a competitor. You mean simply put him out 
of business, or are you talking about buying- 

• • • • • • *i 

l 

I 

1196 The Witness: If the competition is eliminated 
simply by buying out the competitor and using his 

facilities, then in an integrated enterprise with the opera¬ 
tions of the purchaser, then I think you have just the general 
factors which exist in every acquisition. If the earnings 
prospects on the basis of the merged operation reasonably 
support the total purchase price, certainly you would have 
full value for that purchase price and would have the general 
problem of allocation between tangible and intangible assets. 
It is common to all acquisitions. 

Q. Are you saying that payments to eliminate a nuisance, 
if I may refer to a competitor as such, you will find merge 
with integration cost, going-concern value, 

1197 perhaps other intangibles? 

A. Payments to eliminate a nuisance—I am not 
sure I know what you mean by elimination of a nuisance: Is 
that the same as elimination of competition? 

Q. Yes, I attempted to use it in the same sense. 

A. I do not agree that it can be used in the same sense. 
I don’t think competition is a nuisance. I think it is a 
strength. 

Q. To a utility company. Is that right? 

A. I think to anybody. 

Q. Some of the utilities may not agree but we won’t) go 
into that. 

A. Again you will have to define competition in reference 
to the field. 


good will; 
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Q. Suppose the payment is not based on any valuation 
of the property but it is just a payment which the competitor 
demands to get out of the field and leave the area to this 
purchaser, and it is made on that basis. You say that type 
of a payment becomes part of the intangibles which you 
have defined as integration costs, or going-concern value, or 
good will? 

• •••••• 


1198 The Witness: The demand of a competitor, of 
course, does not set the price. It is a matter of nego¬ 
tiation, and presumably in such a case there would be value 
received in some form, either in properties or in earnings 
prospects. 


1200 The Witness: I have never heard of such a case so 
I am having some difficulty with it. 

Presiding Examiner: Mr. Goldberg says you are hearing 
about one now, so what do you think about that? 

Mr. Goldberg: That is right, Mr. Examiner. 

The Witness: I should assume that a payment was made 
to a competitor merely to get him to close up business and 
go play golf? 

Mr. Goldberg: That is right. 

The Witness: And the person who made the payment got 
nothing more than that out of it, I would not regard that as 
an integration cost. 

Q. In so far as the excess over original cost may include 
that type of a payment, you would not include that portion 
as a so-called unlimited term intangible to be retained on 
the books without amortization. Is that right? 

• •••••• 

1201 Q. Would you regard that portion as the so-called 
unlimited term intangible to be retained on the books 

without amortization? 

A. Mr. Goldberg, by bringing it back to Account 100.5, 
Property Adjustment Account, of course you translate the 
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situation from a general assumption for competitive type 
of industry to the utility field, and that involves a lot of com¬ 
plicated questions as to definition of what is competition. 
If it simply means enlarging a territory, I do not believe 
that that is the comparable or equivalent thing to 

1202 eliminating competition, so I think you have changed 
your general field of facts. 

Q. Take my question as you find it and see if you can 
answer it, will you please? 

• ••*••• 

The Witness: In your assumption you have obviously in¬ 
troduced in addition to cost of acquisition a valuation of 
all of the elements of tangible and intangibles represented 
in that acquisition. If, on the basis of that valuation! you 
have evidence strong enough to set up a basis for departure 
from cost with respect to some parts of it, then you Might 
be justified in going to the valuation basis in lieu of cost. 
In any such situation, however, I think that there would be 
extreme difficulty in determining a value assignable solely 
to the elimination of competition as you have given it tp me. 

Q. You just cannot take that assumption and give nie an 
answer. Is that it ? 

A. I cannot give you a yes or no answer, no. 

Q. You cannot tell me, based upon the assumptions I have 
given to you, whether you would regard it as an unlimited 
term intangible? 

A. Well, the question would be one of determining whether 
or not there was any intangible value, any intangible 

1203 of continuing value. That is where you would have 
to deal with the valuation established in relation to 

the aggregate cost. 

Q. In other words, you would attempt to allocate the 
excess as between tangibles and intangibles, and you would 
attempt to determine whether your payment allocated to 
the intangibles was a payment for integration costs, going 
concern value, and the like, and if you ended up with some¬ 
thing over and above those amounts allocated to the so-called 
unlimited term intangibles you have defined then you would 
not classify that portion of the payment which you were 
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unable to relate to the other intangibles as an unlimited term 
intangible ? 

A. Well, on the basis stated I think it would be doubtful 
that you would find any value for that. Therefore you might 
have a lesser finding of value than the purchase price paid 
in the situation you have given me. 

Q. Isn’t this what you are saying: That by your process 
of valuation to allocate the excess as between tangibles and 
intangibles you would probably end up by associating the 
excess for intangibles to those you have identified, even 
though there may have been reasons for that payment which 
were not associated with the intangibles you identified? 

A. Well, in the first place, you are saying I would do it. 
I wouldn’t be able to make the valuation. 

Q. Well, whoever was doing it would end up by doing just 
that? 

1204 A. I think you might have to ask someone who is 
competent to make such a valuation what he would do. 
I am not competent to answer that. 

Q. You mean you never have had occasion to attempt to 
segregate and identify these intangibles? 

A. Not on a valuation basis. 

Q. Upon what basis have you done it? 

A. Well, the accountant, of course, deals with cost. I have 
explained in the answer to the question you referred to a 
moment ago generally how I thought that should be gone 
about. 

Q. Are you saying that the segregation is to be made on 
a cost basis and not on a valuation basis? That is the way 
you have done it? 

A. No. In the first place, your only determinable cost 
figure in an acquisition is the total consideration. 

Q. Yes. 

A. That simply means that you have to find evidences of 
value at the time of the acquisition with respect to the 
various types of assets that I have listed on page 5. 

Q. You tell us how you have done that. You say you 
have not done it on a valuation basis but you have done it 
on a cost basis. How have you done it? 

A. Well, do you wish me to read the answer to this 
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question? I think I have said about all I know about 
1205 it in that answer. 

Q. If that is your explanation of how it is done there 
is no need to repeat it. That is your explanation, is that 
so? 

A. That is right. 

•••#••• 

Q. You say you have explained it in the answer to 
question number 5. I find, looking at that, that in your 
answer you say “The part of the total cost to be allocated 
to tangible fixed assets and to limited term intangibles, 
while often more difficult to ascertain, should likewise repre¬ 
sent the reasonable value thereof.” Isn’t that a valuation 
process rather than a cost process? 

A. Yes. You obviously have to have dependable infor¬ 
mation on value upon which to base it. 

Q. But you said you never have done it on a valuation 
basis, and yet you have said your explanation is a valua¬ 
tion basis. 

••••••• 

The Witness: The accountant, Mr. Goldberg, would have 
to have dependable evidence of valuation at that 
1206 point to make the segregations that I have talked 
about with reference to fixed assets. 

Q. But the segregation would be based upon the fair 
value of the items at the date of purchase ? 

A. That is right. 

Q. Not on their cost. Is that right? 

A. Well, that would be the customary way of allocating 
your total cost to these classes of assets. 

Q. You mean you would proceed on the assumption that 
fair value at the date of purchase is equal to the purchase 
price paid. Is that right? 

A. That would be the normal way of dealing with it, 
yes. 

Q. That is the assumption you would make? 

A, Yes, that is right. 
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Q. And your valuation process, then, would obscure 
rather than take into account the fact that if you made 
an analysis of the purchase price and the factors surround¬ 
ing the payment of the purchase price you might find that 
the payment was made without relationship to the fair 
value of the property at the date of purchase but because, 
perhaps, of competitive factors in the area where the com¬ 
pany has operated? 

A. Accounting generally has not regarded that it was 
required to substitute some independent or different 
1207 valuation for cost at the time the cost is incurred on 
an overall acquisition. 

• •••••« 


Q. Is that correct in view of that? 

A. No, I cannot agree with that, Mr. Goldberg. I will be 
glad to- 

Q. (Interposing.) Explain. 

A. —tell you some of the factors that I think are involved 
if you would like me to. 

Q. I would like you to explain why you cannot agree 
with it. 

A. The explanation that I have given in the answer to 
question 5 of the usual basis for allocating an overall pur¬ 
chase price sets forth what I believe to be the most gen¬ 
erally accepted basis of dealing with it from an accounting 
standpoint. I think it is evident from the answer that the 
approach there tends to leave to unlimited term intangibles 
a remainder difference. That I think is based on the fact 
that those elements are probably the ones that are most 
difficult to value. 

Strictly speaking, I think you could say that an evalua¬ 
tion should be established for all elements of tangible and 
intangible values, and then that your accounting 
1208 should allocate the cost to the purchaser on the basis 
of that valuation. I think that might he a more 
rational approach. I do not think it is the one generally 
followed, and that is the reason that my answer goes to 
what I believe to be the more general practice in dealing 
with acquisitions. 


649 


1209 Q. That valuation—I am sorry. Go ahead. 

A. In accounting you deal with cost and that is 
why it becomes an allocation factor until such time as eco¬ 
nomic factors of valuation may come into being which are 
strong enough to cause you to depart from cost. 

Q. But that does not deny the fact that the valuation 
process you are depending on to allocate the purchase price 
does not take into account the factors that motivated that 
payment you made ? It simply proceeds on the assumption 
that the price paid was the equivalent of fair value at 
that time and was paid for that reason. Isn’t that sol 

A. I think that is correct. 

Q. Now, you said that as a result of that valuation proc¬ 
ess it is usually decided that the remainder difference rep- 
resents payment for unlimited term intangibles. D|id I 
correctly understand you to say that? 

A. That would be the customary approach. 

Q. In other words, when you—I am sorry. Go aheacf 

A. When you have not made a complete valuation of all 
of the elements involved, and acquisitions generally], at 
least it has been my experience that that complete valua¬ 
tion has not been made. 

Q. In other words, usually the valuation process simply 
goes so far as to determine the fair value at the date of 


acquisition of the tangible elements purchased land 
1210 assumes that the difference represented payments 


for unlimited term intangibles. Is that right? 


A. That would be the customary basis of allocation. j 


Q. That is the customary assumption made and the qus- 
tomarv way of doing it. Is that right? 


A. Yes. 


Q. What is the difference between integration costs and 
integration value ? 

A. The word “integration,” of course, is common] to 
both, so the difference is merely the difference between 
“cost” and “value,” which has its usual meaning. 

Q. You use them the same way, as meaning one and 
the same thing? 

A. No, I do not. 
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Q. I asked you what is the difference between integra¬ 
tion cost and integration value. You say integration cost 
there, but I have heard the term “integration value.” I 
am wondering if they are different. 

A. It is the same as the value of anything else, Mr. Gold¬ 
berg. Your cost of a share of stock may be $100 and the 
value may be $120 or $80. The difference would be 

1211 the same thing as to integration cost and integra¬ 
tion value. One would be what it costs someone to 

bring about the integration with whatever the attendant 
benefits were, and the other would be the value of it. 

Q. You are saying that integration value goes beyond 
integration costs in this sense: Integration costs represent 
the portion of the purchase price attributable to the ele¬ 
ments involved in your definition of integration cost. In¬ 
tegration value involves something over and beyond cost, 
a value derived from subsequent occurrences and expendi¬ 
tures. Is that right? 

A. Well, you have said over and beyond. Integration 
value could be merely different from cost. It might be in 
excess, it might be less. 

Q. Does the existence of integration value demonstrate 
that in a purchase of properties integration costs were in¬ 
curred? 

A. Not necessarily. 

Q. How would you define integration value? 

A. I have previously given a definition of integration 
cost. Integration value would simply mean valuation of 
those same elements at a given period of time, a given 
point of time. 

Q. The mere fact that subsequent to a purchase a valua¬ 
tion demonstrated the existence of integration value would 
not enable you to conclude that in the acquisition of prop¬ 
erties there were payments for integration. Doesn’t 

1212 that follow from your last answer? 

A. Whether or not there were payments would 
mean an analysis of the historical transactions. 

Q. In other words, without an analysis of the historical 
transaction, a subsequent valuation showing the existence 
of integration value would not enable you to say that in 
the acquisition some part or all of the purchase price in 
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excess of original cost represented the payment for inte¬ 
gration! 

A. The subsequent value, Mr. Goldberg, has nothing to 
do with the evidence of cost of anything. Someone might 
have given you all of the property. Maybe it had no cost. 

Q. Then your answer is yes to my question, is it ncft? 

• ••••*# 

Q. Is your answer to that question “yes”? 

A. It is “yes”, with the explanation I have given. ! 

• •••••* 

Q. When, a little earlier this morning, you said a more 
rational approach in the allocation of a total cost of acqui¬ 
sition would be to allocate on the basis of a valuation hf 
each element of the purchase, did you mean by that an 
allocation of the cost of a group of assets in proportion to 
the ratios of values of the various assets acquired? 

A. Yes, that is what I meant. | 

1213 Q. And, in your opinion, that is the best way of 

making an allocation of a group purchase ? 

A. Yes, I think that is right. 

Q. At page 5 of your prepared testimony, which now 
appears in the record at page 1030, you testified that it is 
customary to make an accounting segregation of the total 
investment, even though such segregation may be some¬ 
what arbitrary. 

Wouldn’t it be more accurate to say that segregation is 
required today by regulatory authorities and by general 
practice ? 

A. Talking about a utility situation? 

Q. The required portion was related to a utility prac¬ 
tice; general practice related to the industrial companies 
as well as utility companies. 

• •••••• 

| 

The Witness: General practice to my way of thinking is 
synonymous with the sense in which I used “Customary’^ 
here, so that I would find no difference in that respect. I 
might have some difficulty with the statement that the segrej 
gation is required. I think it is required by the classifica- 
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tion of accounts but I think the way it is being administered 
it is not being done. 

1214 Q. We will get to that, I promise you. 

The necessity for segregation is accepted industry¬ 
wide, is it not, without limiting it to utilities? I mean all 
classes of industrials have now recognized and accountants 
have now recognized the necessity for segregating intang¬ 
ibles from tangibles. Won’t you agree with that? 

A. Yes, I think that is a general practice. 


Q. Again referring to page 5 of your prepared testimony, 
and for the benefit of those of us following the transcript, 
the bottom of 1029 and the top of 1030, you state that the 
segregation of the investment for accounting purposes be¬ 
tween tangibles and intangibles is no reflection on the 
genuineness of the intangible assets. 

Have you found that down near the bottom of your page ? 

A. Yes. 

Q. Do you thereby mean to say that the tangibles and 
intangibles are on the same basic footing? 

A. With respect to the term “genuineness”, yes. Of 
course, there are differences in characteristics. 

Q. What are the differences in characteristics ? 

A. As pointed out in the answer, economic value 
1215 as a whole, I think, is related to earning power or 
earning prospects, so that it requires that element to 
be present to give any value to your tangibles as well as to 
your intangible property. The difference is, of course, 
that tangible properties consist of things like buildings, 
structures, machinery and equipment, land, the type of 
things that you can see and touch. Intangibles are not of 
that nature but comprehend the types of items set forth in 
the table on page 5 and as covered in our testimony of this 
morning. 

Q. How do you use the word “genuineness”? In the 
sense that it was paid for as much as the tangible property 
was paid for? 
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A. Yes, and that the purchase price, that portion of it 
deemed to be allocable thereto, is just as- 

Q. (Interposing) Bona fide cost? 

A. (Continuing) —as bona fide as that determined to be 
applicable to tangible assets. 

Q. You were not there using the term “genuineness’' in 
the sense of duration, or durability, if you wish? 

A. There would be differences. Question of duration is 
a separate point. 

Q. You had not intended “genuineness” to apply to thfit? 

A. No. 


1216 Q. I will ask you if you are familiar with the 
pamphlet I now hand you entitled A Statement j of 

Accounting Principles prepared by Thomas Henry Sanders, 
Henry Rand Hatfield, and Underhill Moore, and which \yas 
published in 1938 by the American Institute of Accountants. 

A. I read this document at the time it was published. 
I have not read it recently. 

Q. It is part of the accounting literature, is it not? 

A. It is a published pamphlet, yes. 

Q. And it is a recognized part of the accounting literature 
and it is recognized as authoritative. Isn’t that so? | 
A. Not necessarily. I think you can find a lot of people 
who disagree with points that are in there. I wouldn’t 
give it any greater authority than most any other book th£t 
you might be able to select. 

Q. Well, I was not intending to give it more eminence 
than another book, for example, Paton’s Handbook. I 
did not intend anything like that. I was merely intending 
to get your opinion as to whether it is one of the accepted 
accounting works in the accounting field. 

A. I don’t know what you mean by “accepted works’ 1 ’. 
Accepted by whom? It is part of the accounting litera¬ 
ture, certainly, but- 

1217 0. (Interposing) Accepted by accountants. I 

A. Accountants generally do not distinguish be¬ 
tween books and say, “This one is accepted and this one i!s 
not.” ! 
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Q. As an accountant familiar with the accounting litera¬ 
ture, is it your statement that the pamphlet I have pre¬ 
sented to you is not accepted as a recognized authority 
on principles of accounting? 

A. I think it undoubtedly represents the viewpoints of 
the authors at the time it was written, but I do not believe 
any publication by any one author can be said to be recog¬ 
nized as accepted principles insofar as the profession as 
a whole is concerned. I think no author can take that kind 
of responsibility on his shoulders. I think that is to be 
left for the development more by the Institute, official 
committees, and what is adopted by the profession. I 
would have difficulty in saying that any single book is ac¬ 
cepted by the profession. 

Q. I take it you know the men who are the authors of 
this pamphlet, or know of them—Sanders, Hatfield and 
Moore? 

A. I am personally acquainted with Sanders, and I know 
the other two gentlemen by reputation. 

Q. And they are considered authorities in the field of 
accounting, are they not? 

A. The first two, Professor Sanders and Professor 
1218 Hatfield are prominent accountants in the academic 
field. Mr. Moore, as I understand it, is an attorney 
and not an accountant. 

Q. You would say, however, that the pamphlet is part of 
the accounting literature and it is one of the books which 
the profession uses in its work? 

A. In my personal opinion it is used very little. 

Q. You say it is used very little in Price, Waterhouse & 
Company? 

A. I think it is used very little in the profession. It was 
read and discussed at the time it came out, but it has 
had no particularly lasting and continuous usage or bene¬ 
fit of which I am aware. 

Q. Then you would not agree with this statement by the 
American Institute of Accountants by its Executive Com¬ 
mittee that they believe the report contained in the booklet 
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to be a highly valuable contribution to the discussion of 
accounting principles. Is that right? 

A. I do not disagree with that as of the time it came out. 
It was provocative of considerable helpful discussion, j but 
I do not feel by that same token that everything said in it is 
in accord with generally accepted accounting. 

Q. You are saying you do not want to be understood as 
saying that there isn’t disagreement regarding what is 
said in this book among accountants. Is that right? 
1219 A. That is right. 

Q. And that is the qualification you would make to 
the answer in saying that it is an accepted accounting 
work- 


Q. —if you were to say that it is an accepted accounting 
work. Is that right? ! 

A. That is one of the qualifications. I would have mqre. 

Q. I would like to direct your attention to this state- 
1220 ment on page 14 of the pamphlet I have referred jto: 

“The writing off of such intangible assets as good 
will evokes scarcely any protest, even when it is recognized 
that substantial good will exists. The general distrust ! of 
good will and the knowledge that it has been widely u^ed 
to capitalize exaggerated expectations of future earnings 
leave an almost universal feeling that the balance sheet 
looks stronger without it.” ; 

Let me stop right there for the moment. Do you agree 
with that? 

A. I don’t agree with all of it, no. 

Q. With what part of it don’t you agree? 

A. Let us take it a sentence at a time. “Writing Off 
of such tangible assets as good will-” 

Q. (Interposing) Intangible, is it not? 

A. Intangible, yes.— “—evokes scarcely any protect 
even when it is recognized that substantial good will exists.!’ ’ 

I believe our testimony yesterday covered that adequately 
by saying that there was a variation in practice. Therefore, 
I think the first sentence is probably a fair statement 


i 
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in that it at least has not evoked enough protest to cause 
the writing off of good will to be characterized as not being 
in accordance with accepted accounting principles. 

Q. As I understand it, you are agreeing with the state¬ 
ment you just read? 

1221 A. Yes, I agree with the first sentence. 

Q. All right. Go on with it. 

A. “The general distrust of good will and the knowledge 
it has been widely used to capitalize exaggerated expec¬ 
tations of future earnings leave an almost universal feeling 
that the balance sheet looks stronger without it.” 

I disagree with that statement. 

1222 Q. You would not disagree that that statement, 
however, indicates that in so far as durability and 

duration are concerned, intangibles are not looked upon as 
having the same degree of genuineness as tangibles? 

A. No, I don’t agree with that. 

Q. You don’t agree that that sentence means that? 

A. No. 

Q. Let me continue. The authors state “When actual 
consideration has been paid for goodwill it should appear 
on the company’s balance sheet long enough to create a 
record of that fact in the history of the company as pre¬ 
sented in the series of its annual reports. After that, 
nobody seems to regret its disappearance when accom¬ 
plished by methods which fully disclose the circumstances.” 
Do you agree with that? 

• •••••• 

1223 The Witness: In the commercial field. 

Presiding Examiner: That is right 

The Witness: Again we are dealing with two sentences. 

Q. Yes. You may take each separately. 

A. The first says when actual consideration has 

1224 been paid for goodwill it should appear in the com¬ 
pany’s balance sheet long enough to create a record 

of the fact in the history of the company as presented in the 
series of its annual reports. That is another way of stat¬ 
ing, Mr. Goldberg, that corporate cost of tangibles and in¬ 
tangibles should be recorded- 
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Q. (Interposing) Initially reflected. 

A. Yes. 

The question of the subsequent disposition, there is a 
stronger implication of temporary recording of that in 
that sentence than I agree with. In previous testimony^ of 
course, I have indicated there is a diversity of practice in 
the commercial field and that you cannot say anyone of 
them, so long as there is disclosure, is contrary to accepted 
principles of accounting. 

The last sentence after that “Nobody seems to regret its 
disappearance when accomplished by methods which fplly 
disclose the circumstances”—as I previously indicated, that 
sort of disposition could not be characterized as being con¬ 
trary to generally accepted accounting practice. My prin¬ 
ciple difficulty with saying that I agree with it is ithe 
shading of the implication that the thing should be dis¬ 
posed of with some question as to the permanence of its 
value. 

Quite often I think the actual reason for disposing of 
the item is that the management is fearful someone 
1225 will take the position that cost is all it is worth, j In 
other words, I think they are motivated not by a 
question as to the value of the item but by a fear that it will 
be interpreted as being all that the intangibles are worth. 

Q. What you have just said in your last answer, there it 
seems to me that you recognize that there is in that state¬ 
ment the thought that the intangibles are not viewed with 
the same degree of favor as tangibles. 

A. And that is the point I do not agree with. 

Q. You do not agree with that point? 

A. That is right. 

Q. Otherwise you agree, right? 

A. Well, to the extent I have indicated in the answer. 

Q. Now I am pretty sure we will not have any difficulty 
about Paton’s Accounting Handbook. That is an accepted 
work in the accounting field, is it not? It is considered 
authoritative? 

A. Well, I would say only to the same extent that the 
other is except that this is kept up to date from time to tijme 
and is compiled by numerous authors and presumably each 
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of their contributions would represent their own views. 
Again I would not be able to say that any particular sec¬ 
tion was generally accepted. 

Q. May we say it is a standard reference work in the 
accounting field? 

1226 A. Yes, it is used quite extensively as a short, brief 
type of reference. 

Q. It seems to me that what you are trying to emphasize 
as I am presenting you with these works is that there is a 
contrariety of opinion among equally qualified accountants 
as to what are in fact generally accepted principles of 
accounting. 

A. I do not believe the difference is quite as wide as just 
the bare statement of that might indicate. I think on a lot 
of things accountants would generally agree. By the same 
token there are differences. 

Q. May I draw to your attention this statement appear¬ 
ing on page 844 of the third edition of the Accountants’ 
Handbook, of which W. A. Paton is the Editor: “Partly as 
a result of the somewhat vague and unstable character of 
intangibles at the best, and partly because of the many cases 
in which nominal intangible values have been used to sup¬ 
port excessive statements of capital, conservative accoun¬ 
tants and financial managers have long regarded this class 
of assets with suspicion.” 

Stopping there, do you find yourself in agreement with 
that statement ? 

A. No, largely for the same reasons that this is pretty 
much the same type of wording as that previously quoted, 
and I disagreed with it in the same respects. 

1227 Q. At least you will not disagree that there is the 
clear statement here that intangibles are not viewed 

with the same degree of favor as tangibles? 

A. Well, that is the expression of whoever was the author 
of this particular section. In my own view a far better 
statement of intangibles is Bulletin Number 24 which was 
adopted by the Committee on Accounting Procedure of the 
Institute of Accountants. 

Q. Is that the one Mr. Paton voted on? 
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A. I don’t recall the balloting. You can look that up 
in the back end of the book. 

1228 Q. Incidentally, the edition from which I have read 
is the very latest edition of that handbook, is it not? 

Mr. Barber: What year? 

Mr. Goldberg: 1943. 

The Witness: I imagine if you check back you will find 
the wording is about the same as it has been in several 
previous editions. 

Q. I show you Accounting Bulletin No. 24. Mr. Paton 
did vote for the bulletin, did he not? 

A. Mr. Paton is not listed as one of those who dissented 
from the vote. 

Q. It is a fact, is it not, that Price, Waterhouse & Com¬ 
pany has many utility clients among the firms that it audits ? 

A. Yes, we have quite a few. 

Q. Your listing of the utility clients was only a listing 
of those under your supervision but there are other utility 
clients, are there not? 

A. That is correct. 

Q. About how many utility clients do you say the firm 
has? 

A. I am unable to say. 

Q. Do you know how many of them classify or identify 
the amount in account 100.5 by property units? 

1229 A. I have no knowledge that any of them do, jMr. 
Goldberg. 

Q. So they don’t do what you say they must do. Is that 
right? 

• •••••• 

Q. Does that apply to those under your supervision, that 
you have no knowledge of what they do regarding the 
amount in account 100.5? 

A. For those under my supervision none of them do 
identify 100.5 by property units. 

• •••••• 
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1230 The Witness: I do not believe—May I correct the 
remark. 

Presiding Examiner: Correct counsel if you can. 

The Witness: I don’t believe you can find a “must” there. 
I think they should. 

Q. May I refer you to page 8 of your prepared testimony? 
The note referring to the account 100.5 there states, “Such 
classification or identification by property units must he car¬ 
ried out in order to properly account for the utility’s invest¬ 
ment.” 

Did you so state? 

A. Yes, to properly account for the utility’s investment. 
Q. Do you want to change that to “should”? 

A. No, I think it must be done if you are going to do the 
other. But just to use the word “must” in general terms— 
as a matter of fact, the regulatory commissions, I believe, 
have an element of responsibility in a measure preventing 
that treatment. 

Q. You say that utilities have been prevented from classi¬ 
fying or identifying the amounts in account 100.5 by prop¬ 
erty units? Is that what you are saying? 

A. “Prevented” may he too strong a term. Cer- 

1231 tainly I have seen no encouragement to cause them 
to do that. I must admit that the utilities have not 

undertaken to do it in a manner in which I think they should 
have done it. 

Q. And your statements to their accounts have not been 
qualified in that respect, either, have they? 

A. Generally what you have said is correct. 

Q. Just for the sake of the record, when I referred to 
page 8 of the prepared testimony what I was referring to 
is now on page 1033 of the transcript. 

• •••••• 

1259 Q. In connection with the first question that was 
put to you on further direct this afternoon, you were 
asked whether certain matters would affect a decision as to 
whether a certain amount may properly be written off or 
amortized, but you did not state how it would affect that 
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decision. Will you do so now solely from an accounting 
viewpoint? 

1260 A. I believe it should be conclusive in the matter. 

Q. Go ahead. Is that your answer? 

A. That is my full answer. 

Q. What does “it” refer to? 

A. The actions of findings of value and inclusion in the 
rate base and allowance of a fair return. 

Q. Conclusive as to whether it is proper to write it oft or 
not? Is that what you are saying? 

A. I will have to refer to the question now. 

Q. If you are having difficulty following me I will re¬ 
frame it. You have testified this afternoon in response to 
the first question on further direct that the inclusion of an 
amount in the rate base so as to permit the company to 
earn a fair return thereon affects a decision as to whether 
such amount may properly be written off or amortized. Am 
I right so far? 

A. That is right. 

Q. You testified that it does, and I asked you ho-vlr it 
does. You said that the treatment of that amount for rate 
making is conclusive of the question of the propriety 1 of 
writing off, or amortizing, the amount referred to in that 
question put to you by Mr. Barber. Am I right so 
far? 

1261 A. Yes. 

Q. Why is it conclusive ? 

A. To begin with, the item under discussion is part of 
cost. There is no argument about that. It has been de¬ 
termined in the valuation proceeding that it is fully sup¬ 
ported from a value standpoint. Therefore, I can see no 
.■justification from an accounting viewpoint to select any 
lesser base, the full carrying value being supported bpth 
from the viewpoint of cost and value. 

Q. You see no justification for a requirement that it be 
written off. Is that what you are saying? 

A. I could see no justification for the writing off. 

Q. You see no justification for the writing off or amorti¬ 
zation, whether it be done by management voluntarily or 
at the direction of a regulatory commission order. Is that 
right? 
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A. That is correct. 

Q. And such writing off or amortization, whether it be 
done by the management voluntarily or at the direction of a 
commission, would in your opinion not be in conformity 
with generally accepted principles of accounting. Is that 
right ? 

A. That is right. 

Q. And you say that because of the inclusion of the 
amount in the rate base and the company’s earning a fair 
return thereon. Is that right ? 

1262 A. That is the value aspect of it. The other is 
that it is a true element of cost which is the custo¬ 
mary way of handling it. Therefore, I see no justification 
for substituting some arbitrary figure at a lesser 

amount. 

1263 Q. In other words, management’s discretion, the 
direction of the regulatory commission are irrelevant. 

The controlling factor is the determination that the in¬ 
tangible which is reflected on the books at cost has a value 
at least equal to the amount reflected on the books. Is 
that right? 

A. That is my opinion, yes. 

Q. Now, then, when an amount is reflected on the books 
as cost, but its continued retention is justified on the basis 
of its value, haven’t you departed from the cost standard 
of accounting? 

A. If you haven’t changed cost you certainly have not 
departed. It simply means that you have brought into 
question the matter of current economic value, and that 
has fully supported your cost so that there is no basis for 
saying that you should shift from cost to a value basis. 

Q. You have justified the retention on the basis of value 
and not on the basis of the cost of the item originally in¬ 
curred. Isn’t that so? 

A. I think it is justified on both bases, the first being 
accepted generally, the practice of carrying an asset at 
cost until some action or some economic factors which come 
into being to indicate that there is a more meaningful value 
which should be adopted. In the set of assumptions that I 
have been given here, that situation does not exist. 
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Q. Are you saying that when there is a determi- 

1264 nation that the intangible reflected on the books at 
cost has a value at least equal to cost, that there has 

been no diminution of the asset? 

A. That is right. 

Q. That is what you are saying? 

A. Yes. ! 

Q. Let us assume that you have on your books tangible 
property of $1 million of a depreciable character, and in 
a valuation proceeding it is determined that the tangible 
assets now have a valuation not only equal to the cost of the 
asset but greater than the cost of the asset by $1 million, 
in other words, the value is $2 million. That in your yiew 
establishes that there has been no diminution of the tangible 
property. Is that right? 

A. That is right. 

Q. And there should be no depreciation taken in the 
accounts. Is that right? 

A. No, that does not follow. 

Q. Would you take depreciation in the accounts? 

A. I would take depreciation in the accounts on depreci¬ 
able property, yes. 

Q. On the theory that the property has been consumed? 
A. On the theory that you are amortizing your cost oyer 
operations during the estimated life of the depreciable 
property. 

1265 Q. You take depreciation because of the consump¬ 
tion of the service life of the property, don’t you. 

i 

• * • • * * *1 


A. I take depreciation because it is expected that prop¬ 
erty at some time will pass out of service, yes. j 

Q. In other words, the fact that that there is a value equal, 
at least equal to the cost of the tangible property is pot 
material in view of the fact that you are of the opinion 
that the nature of the asset requires you to presume tqat 
its service life will eventually pass out of existence. Is tlfat 
right? 

A. I cannot say it is not material, Mr. Goldberg. It jgst 
has nothing to do with depreciation. 
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Q. Well, then, with respect to tangible property, you 
are saying that the fact that the value is at least equal 
to cost has no bearing on how you will treat the tangible 
properties in the accounts but that with respect to in¬ 
tangibles it is a material point that the intangible has value 
at least equal to the cost reflected on the books. Is that 
right 1 

A. I don’t believe there is any difference between the 
importance of value in relation to cost as between tangible 
or intangible. It might be highly significant with 

1266 respect to both of them as to what basis you might 
wish to reflect the assets on the accounts. In your 

illustration, for example, you used “appreciation of 100 per 
cent”, in the physical properties. Suppose it is four or 
five hundred per cent due to extreme inflation, something 
of that sort. Then I think for business and practical pur¬ 
poses probably your cost has lost its significance and you 
might be faced with the problem of adopting a value stand¬ 
ard of restating your accounts, so that your value would 
therefore have significance both for one and the other. But 
in the set of facts that I have been given here, cost has 
been determined synonymous with value. Value has been 
found to support the cost. Therefore, I say that there is 
no accounting justification and in my opinion it would be 
contrary to accepted accounting to arbitrarily as an ac¬ 
counting matter take some lesser figure. 

Q. Isn’t this a fact: In the illustration I gave you, which 
did not introduce any new level of prices requiring a de¬ 
parture from what is an accepted principle of accounting 
of recording your assets at cost, that is not involved and I 
want that noted because that gets us into something else, 
as you know, but in the illustration I gave you both for the 
tangible and intangible property, it was found that the 
value was at least equal to the cost of the asset. With re¬ 
spect to the tangible property the determination of value 
had no significance from your point of view with re- 

1267 spect to writing off the tangible asset, but it did with 
respect to the treatment of the intangible asset in the 

accounts. Isn’t that so? 

A. No, that is not so. It is significant with respect to 
both. The question related to intangibles, and I answered it 
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as to intangibles. The same thing -would apply to the tan¬ 
gibles. My answer would be the same for tangibles. 

Q. Is it your testimony now that if the value of the 
tangible asset was at least equal to cost, you would ciase 
taking depreciation on that tangible asset? 

A. No, for the simple reason that your depreciable asset 
you know is a term asset, 20 years, 25 years, whatever qlse 
the life of the physical property. 

Q. Then isn’t the material point the fact that you believe 
that the intangible has no service life? 

A. That is the significant reason for the difference. 1 

Q. That is the controlling reason? 

A. That is the controlling reason for saying there is 
no amortization. 

Q. All right. Now, then- j 

• • • • • • • | 

Q. Does the fact that the intangible asset may 
1268 have a value today at least equal to the cost of that 
intangible asset as reflected on the books establish 
that the intangible has no service life ? 

A. Not necessarily, no. 

Q. What does establish that the intangible has no service 
life? How do you go about proving that? 

A. In the testimony yesterday, Mr. Goldberg, we dealt 
with unlimited term intangibles, and I said that generally 
they were those types of things that the duration of life 
so far as anything which could be foreseen under current 
conditions was more or less coterminus with that of the 
enterprise, and that on a going concern basis of accounting 
there was certainly no requirement that such elements be 
amortized. 

Q. Isn’t that simply a presumption? 

A. No, I think it arises—maybe I am not entirely certain 
as to what presumption means, but I think it flows from tjhe 
character of the items that you are dealing with. 

Q. Is it a rebuttable presumption? j 

A. I suppose most anything is rebuttable. 

Q. How would you go about proving that what you be¬ 
lieve has an unlimited term as you have used that phrase, in 
fact does have an unlimited term? 
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A. I would not go about proving it. 

Q. Suppose you were called upon to do so, as I am calling 
upon you to do so now? 

1269 A. That is not in my sphere of activity. 

Q. Have you ever tried it? 

A. No one I think could prove that any enterprise will 
last forever, if that is the- 

Q. (Interposing:) No. I have asked you if you have ever 
been called upon to establish that what you refer to as un¬ 
limited term intangibles in fact are unlimited term intan¬ 
gibles. 

A. No, I have never been called on for that. 

Q. Have you ever been called upon to pass upon the suffi¬ 
ciency of a showing by others that the so-called unlimited 
term intangible is in fact coterminus with the life of the 
enterprise ? 

A. That would be out of my field of competence. 

Q. How would it be done if I called upon you to do it? 
How would you go about doing it? 

A. If it is beyond my field of competence, obviously I 
cannot do it. 

Q. I will accept that answer. 

I am going to try through some questions to get a better 
understanding of your testimony as it appears on page 5 
of your prepared testimony, and that testimony appears in 
the transcript at pages 1029 to 1030. 

You there testified that intangibles are really the sub¬ 
stantive elements of business values. Let me just 

1270 stop there. I think right now that is as far as I 
have to go. 

These intangibles which you there refer to as really the 
substantive elements of business values are the tag-end 
amounts which are presumed to be payments for intangibles, 
if I understood your testimony this morning, in a valuation 
which has assigned the other portion of the total purchase 
price to the tangible property. Is that right? 

A. I don’t believe they are the tag-end values. 

Q. They are the residue, in that sense? 

A. They are the residue in the customary method of allo¬ 
cation, but I explained this morning a more rational ap¬ 
proach to it which would relate to the values. 
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Q. And that residue which is presumed to represent pay¬ 
ment for so-called unlimited term intangibles you here 
refer to at transcript 1029 and 1030 as really the substan¬ 
tive elements of business values. Is that right? 

A. I was intending more than that, Mr. Goldberg. I was 
intending that intangible values, meaning earning power 
and prospects of earning power, are required to give sub¬ 
stance not only to the intangible values but likewise to ijhe 
tangible values. 

Q. Without earning power you have junk value. Is that 
right? 

A. That is right. 

Q. So that you are saying that earning power is gn 

1271 intangible aspect both of tangibles and intangibles ? 

A. That is right, and it is required to give value 

to either. 

Q. May I revert again for a moment to the first question 
on further redirect which Mr. Barber put to you this after¬ 
noon? 

In his hypothesis the intangible asset had been included 
in the rate base and the company permitted to earn a fajir 
return thereon. Let me put this hypothesis to you: It |is 
excluded from the rate base, and no provision is made fhr 
its amortization through operating expenses as part of the 
rate case. Would that affect a decision as to whether the in¬ 
tangible should be written off or amortized ? 

A. Yes, I think that would affect the decision. 

Q. Would it be in conformity with generally accepted 
principles of accounting under such circumstances to write 
off or amortize the intangible asset ? 

*•##*•• 

The Witness: Yes, I believe it would. May I add a fur¬ 
ther sentence? 

Q. Yes. 

A. You would have an objective determination of value 
which would be substituting for cost. The objectivity 

1272 of the determination of value and the authority of it, 
I think, enters into the consideration. 

• ••*••• 
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Mr. Goldberg: I think, perhaps, my question, then, was 
not too clear because I was only changing the hypothesis to 
the extent of excluding the amount from the rate base, but 
I was not changing the assumption that it had been deter¬ 
mined that the value of the asset was at least equivalent to 
the amount reflected on the books for it as cost. 

Q. Now, then, does your answer remain the same? 

A. May I ask a question to clarify your meaning? 

Q. Yes. 

A. You mean that the element is determined to have 
present and continuing value, still it is excluded from the 
rate base ? 

Q. That is right. The same hypothesis with that exception, 
would the writing off or amortization either at the direction 
of the Commission or by management’s own voluntary act 
mean it would be in conformity with generally accepted 
principles of accounting? 

A. It seems to me there is a direct conflict in the assump¬ 
tions you are giving me. I don’t see how it could have per¬ 
manent and continuing value if it is not allowed as 
1273 part of the rate base. Obviously, if your rate base 
has been established at something below that, and 
that is presumed to be a continuing situation, I think you 
may have lost the investment item in relation to value. 

Q. You are saying that unless it is included in the rate 
base and a fair return permitted thereon, it cannot possibly 
have continuing value ? 

A. I think it raises that question. 

Q. Can you answer it definitely? Does it or doesn’t it? 

A. If your rate base is going to remain forever at that 
level, then I think you have, and if it is assumed that there 
is going to be no change in marker rate of return, that 
might permit the company’s business to be reasonably cap¬ 
italized on a reasonable earnings level, then I would think 
you have eliminated it for all time from a value standpoint. 

Q. In answering as you did Mr. Barber’s question, the 
first one he put to you on further direct, were you there as¬ 
suming that the regulatory approach followed at that time 
would continue to be followed without change? 

A. The question as I remember it stated as a basis of the 
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assumption given me that the elements had been deter¬ 
mined to have continuing value. 

Q. That determination, as I understood from your far¬ 
ther testimony, has continuing value, is dependent upon 
including it in the rate base and permitting a fair 

1274 return thereon? 

A. That is right. 

Q. Now, then, did you in answering Mr. Barber as ypu 
did assume that the regulatory commission would continue 
in rate case after rate case to include the intangible in tpe 
rate base and allow the company a fair return thereon ? 

A. As a matter of accounting, Mr. Goldberg, there wodld 
be no occasion to write down or amortize the situation unjtil 
such a basis of rate regulation had been brought into being. 

| 

Q. In other words, you are saying that you didn’t have 
to make any assumptions as to that? 

A. No, I think the assumptions were clearly stated in tljie 
question. From an accounting standpoint it rests on the 
general premise that you do not recognize losses which do 
not yet exist. 

Q. You did not assume that the regulatory commission 
would necessarily in future rate cases continue to include 
the intangible in the rate base when you answered Mr. 
Barber’s question. Is that right? 

A. I was dealing with the assumptions as he gave them 
to me. 

Q. That is right, you didn’t make any such assump¬ 
tions. 

1275 A. I dealt with the assumptions as he stated 
them in the question. 

Q. Mr. Grady, I want to know if in your mind was the 
further assumption I have stated to you when you answered 
Mr. Barber. 

• *##••• 

The Witness: I had no further assumptions in mind. 

Q. Now, then, if it develops subsequently in another rate 
case that the intangible asset was excluded, you would sajr 
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that at that time it would be in conformity with generally 
accepted principles of accounting to write off or amortize 
the intangible. Is that right? 

A. That is right. 

Q. In other words, you would write it down at a time 
when the company’s earnings might be least able to carry 
the write-off? 

*••**•• 

1276 The Witness: I would write it down when the loss 
had been determined to have occurred. The status 

of the earnings I don’t believe has- 

Q. (Interposing:) Does prudence have anything to do 
with accounting principles? 

A. Yes, I would suppose prudence certainly is not for¬ 
eign to accounting considerations. 

Q. Doesn’t prudence warrant the provision of a reserve 
against a loss that is within the realm of reasonable occur¬ 
rence without waiting until the loss has occurred and then 
attempting to make provision for it? 

The Witness: I believe it depends entirely on the proba¬ 
bility of the loss and whether or not you are talking about 
the kind of capital losses which might tie into the economic 
obsolescence of the enterprise, something of that sort, 
which might have conflict with the going-concern concept 
on which accounts are based. 

Q. In your own time and my time we have seen the 

1277 going-concern concept changed insofar as rate regu¬ 
lation is concerned. Isn’t that so? 

A. Yes, we have seen some changes. 

Q. It has a direct bearing on these intangibles we are 
talking about, has it not? 

A. Certainly you cannot divorce rate regulation from 
matters affecting values of utility companies. 

Q. And you would say, then, in the light of what you 
know has happened regarding rate regulation concepts that 
prudence warrants the provision of a reserve against the 
probability, and even more than that possibly, possibility, 
that by reason of a later rate case that intangible may not 
find its way in the rate base ? 




A. No, I would not subscribe to that. 

Q. You would wait until the loss occurs and then try 
to take care of it? 

A. In a regulated industry I think you more or less 
should be forced to do that as a matter of reasonable pro¬ 
tection to all interests, stockholders included. It seems to 
me that so long as your plant investment is supported from 
the viewpoint of cost and value by the Commission having 
authority that there is no occasion to go below that. 

Q. You would wait until the loss occurs and then attempt 
to take care of it. Is that right? 

A. That is right. 

1278 Q. And at that time, when the loss had occurred, 
you would have less earnings to take care of j it, 

wouldn’t you? 

A. At that time you have sustained a capital loss ajnd 
it would probably be written off against surplus or capital 
and not against earnings. j 

Mr. Goldberg: I would like to have the answer to my 
question. j 

Q. When the loss occurs that is the time you would 
have less earnings to take care of it? 

A. There are a lot ,of factors involved, Mr. Goldberig. 
You would have a lesser rate of earnings, but whether or 
not you have a lesser amount or not I don’t know. It dje- 
pends upon the size of the enterprise at the two different 
dates. But you might have more dollars and less rate apd 
still have the capital loss. i 

Q. Less rate base the odds are you would have less 
earnings. 

A. Utility industry is adding $6 billion, I have been 
told, to capital in the next few years. 

Q. Now you are adding some more of your own assump¬ 
tions to change the question. 

A. That was not an assumption. I read it in the news¬ 
paper. 

Q. Suppose the management of a utility company 

1279 has different ideas about prudence than you have, 
and they think that it is not unlikely that in some 





672 


future rate case the intangibles may be excluded, even 
though in this particular rate case they have not been in¬ 
cluded, and they undertake a program of amortization of 
the intangibles. You would still say that that is not in 
conformity with generally accepted principles of account¬ 
ing? 

• •••••• 


The Witness: Where the item is fully supported from 
the viewpoint of cost and value by the regulatory commis¬ 
sion, I think departure in a substantial way from it is a 
violation of accepted accounting principles. 

Q. Here, again, I must ask you if you just testified that 
the program of amortization is not in conformity with 
generally accepted principles of accounting. 

A. I will have to ask what you mean by “program of 
amortization.” 

• •#•••• 

1282 Q. You intended your answer to be that it was not 
in conformity with generally accepted principles 
of accounting? 

A. Yes. 

Q. Will you please refer to page 11 of your prepared 
testimony which appears in the transcript at the top of 
page 1036. You testified that “Looking beyond the techni¬ 
cal provisions of the Uniform System, the utility has the 
responsibility common to all business enterprises of prop¬ 
erly accounting for its own property cost to its security 
holders.” I am not quite sure I understand that statement 
and I wonder if you could elaborate on what you mean 
there? 

A. By that I simply mean that cost to the owning com¬ 
pany is the generally accepted basis of accounting and 
should be followed for purposes of reporting to security 
holders until such time as other events may have come into 
being to warrant departure from that which would usually 
be unusual circumstances. 

Q. Are you saying that regardless of what the regula¬ 
tory commission that supervises the accounting of the reg- 
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ulated company may require, it is still the responsibility 
of management to report to its security holders an account¬ 
ing for what it considers is its own property costs ? 

A. Yes, I believe that is right. A management, of coujrse, 
may be restricted in its ability to do so. 

1283 Q. That is the next thing I was going to get tq. I 
was thinking of putting this question to you, apd I 

would like to do so: Assume that railroads may keep only 
the accounts prescribed by the Interstate Commerce Com¬ 
mission and may keep no other accounts. In such cqses 
the reporting to the security holders would be made solely 
on the basis of the accounting as required by the Interstate 
Commerce Commission. Isn’t that so? 

A. On the basis of the assumptions you have given' me 
it could not be otherwise. 

Q. In such case the responsibility that you speak of] as 
common to all business enterprises, as properly accounting 
for its own property costs to security holders, would have 
to be qualified by the statement “Unless its accounts are 
subject to regulation.” Is that right? 

A. I would not quite go that far. I would say unless 
it was prevented from doing so by regulation. 

Q. It would be a matter of law rather than a matter of 
accounting? 

A. That is right. Law would take over. 

Q. I had objected to that part of your testimony on tjiat 
ground. 

If the accounts did not reflect what you consider, as an 
accountant, total cost to the company of its property, could 
you still certify to that railroad’s accounts as kept! in 

1284 conformity with generally accepted principles of ac¬ 
counting? 

A. Possibly not, Mr. Goldberg. As a matter of fact, 
if you will look up most of the opinions of independent 
accountants on railroad companies, I think you will find 
that the opinion is expressed in relation to I. C. C. require¬ 
ments and not in relation to generally accepted account¬ 
ing practice. 

Q. Because the accountant does not feel that he can cer¬ 
tify to the statement as being in conformity with generally 
accepted accounting principles and if he does not feel that 
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he cannot say it, he may not say it. Isn’t that so? 

A. That would be right. 

Q. In a regulated enterprise you would agree, would you 
not, that the regulatory agency has a responsibility to see 
to it that pertinent facts are reported to the security hold¬ 
ers? 

A. Certain regulatory authorities might have that power 
and responsibility. 

Q. Does subjecting reporting to security holders by 
regulated companies to control of regulatory authority 
violate any generally accepted principles of accounting? 

A. No. 

•••*•#• 

1292 Q. Is it contrary to generally accepted principles of 
accounting to make provision for a loss which might 

occur? 

A. When you say “a loss which might occur,” Mr. Gold¬ 
berg, I think you have to define for me a little more spe¬ 
cifically just how imminent and how reasonable the expecta¬ 
tion of that loss is. 

Q. Well, does that answer mean that unless it is reason¬ 
able to expect that a loss might occur it is contrary to gen¬ 
erally accepted principles of accounting to make provisions 
against such a loss? 

A. Well, if you are talking about a loss of the character 
that should be characterized as simply a general type of con¬ 
tingency, I think if that type of loss is to be provided for 
it should be done so by appropriation from surplus and 
without affecting operating costs on the expense side or 
the value at which any particular asset is carried. 

Q. Done that way you would say would not make it con¬ 
trary to generally accepted principles of accounting? 

A. No, I think that would be the proper way to deal with 
it by appropriation of surplus. 

1293 Q. How about provision against the possible loss 
of so-called unlimited term intangibles, if provision 

against that loss is made by appropriations from surplus 
would that be in conformity with generally accepted princi¬ 
ples of accounting? 
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A. Yes, I think so long as it did not affect the operating 
costs for the period or the value at which fixed assets are car¬ 
ried, that would be in conformity with accepted accounting 
practice. I might say while you are on that point, if you 
would like further reference to it, I believe Bulletin 28 of the 
Committee on Accounting Procedure of the American Insti¬ 
tute of Accountants would support that view. 

Q. Is there a practice in the electric utility industry fiow 
of writing off or amortizing so-called unlimited term 
intangibles? 

A. By “practice” assume you mean are there enofigli 
utility companies that have done that so that you could find 
several examples where that had happened. 

Q. I am using it in the sense that you have used it earlier 
in your testimony when, in referring to the practice of in¬ 
dustrials, you said that it was a practice in the industry, 
a sufficient segment of the industry was doing it to makp it 
accepted. I was using it in that sense. 

A. Yes, I think you could find a sizable number of com¬ 
panies where that amortization has been made| of 

1294 property adjustment accounting pursuant to regula¬ 
tory orders but without the attendant circumstance 
of the valuation determination. 

1295 Q. You would say that there is a practice in the 
electric utility industry now similar to the practice 

among industrial companies, writing off or amortizing jso- 
called unlimited term intangibles? 

A. I don’t believe it is similar, Mr. Goldberg. I think the 
answer to my previous question goes as far as I could i go 
in saying that it has been done. 

Q. What is the dissimilarity? 

A. In the first place, in the case of utilities, account 100.5 
is the account which is being dealt with, and that in most 
instances that I am familiar with represents a mixed ag¬ 
gregate. It may be partially intangible properties of a 
depreciable and non-depreciable character and partly in¬ 
tangibles of the unlimited character of which you spoke. 

Admittedly in such circumstances part of the investment 
in that account should be depreciated. Part should npt. 
In the ease of industrials I believe that the intangibles would 
usually be clearly segregated from the tangibles and there 
the usual manner of handling the intangible would be either 
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to completely write it off to surplus or to leave it stand at 
the full investment cost, or, if an amortization program is 
indulged in, I believe in most instances it would be made 
from surplus rather than as a charge to the income state¬ 
ment. 

Q. Is that the dissimilarity? 

A. Yes, I think I brought out most of the phases 

1296 of dissimilarity. 

Q. That dissimilarity, as I understand what you 
have said, has no bearing on the answer to the question of 
whether or not there is now a practice in the electric utility 
industry of amortizing or writing off so-called unlimited 
term intangibles. Isn’t that so? 

A. It is necessary to point out in answer to your ques¬ 
tion that the account that is being amortized; namely, ac¬ 
count 100.5, is not all unlimited term intangibles. That 
is why I say you are dealing with a mixed aggregate which 
involves separate considerations from an accounting view¬ 
point. 

Q. But to the extent that it is composed of so-called un¬ 
limited term intangibles, you would agree with me that there 
is a practice in the electric utility industry, as there is in 
the industrials, of writing off or amortizing so-called un¬ 
limited term intangibles? 

A. To the extent that the amortization would exceed the 
provision for depreciation that should be related to the 
depreciable property included there, I would have to agree 
that that is what it probably represented; in most cases in 
the absence of a determination, I don’t believe you know. 

Q. Then I understand that you have agreed with me that 
there is such a practice in the electric utility industry. 

A. There is a practice of amortizing account 100.5 some 
part of which might represent- 

1297 Q. (Interposing:) So-called unlimited term in¬ 
tangibles. Is that right? 

A. That is right. In most cases with which I am familiar 
there is no identification of the component parts of account 
100.5. 

Q. And when there is non-identification is it a fair pre¬ 
sumption that the amount in 100.5 represents so-called un¬ 
limited term intangibles? 
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A. No, I don’t believe it is fair to presume. 

Q. Is it a fair presumption that some part of it does? 

A. I don’t believe you can generalize, Mr. Goldberg. It 
might or it might not. You might have some cases where 
it would all be tangible. You might have other cases where 
it would he all intangibles. 

Q. One of the purposes of this hearing is to determine the 
nature of that. 

A. I don’t think you can do that without determining’ the 
factors that are in there after consideration of all the cir¬ 
cumstances. 

Q. You say in most of the cases you are familiar with the 
account 100.5 has consisted of a mixed aggregate. How 
is it determined that it consists of a mixed aggregate ? 

A. Account 100.5 has been determined by a separate de¬ 
termination of the original cost of physical property units 
and of the intangibles that are provided for’in the 
1298 detailed classification of accounts, and the remainder 
of the corporate cost of the present owner then is 
classified as account 100.5. Therefore that remainder dif¬ 
ference represents merely a difference figure between the 
corporate cost and the aggregate of the other items that I 
have described. 

Q. But there was no determination, then, in those cases 
that the account 100.5 in fact did consist of a mixed ag¬ 
gregate. That was merely assumed. Is that correct? 

A. You know in the first place that to acquire the mixed 
aggregate you pulled out of that certain proportions and 
priced it on a certain basis, certain prescribed basis dif¬ 
ferent from fair value at tbe date of acquisition. Therefore, 
I think the only reasonable presumption is that you probably 
are dealing with a mixed aggregate simply due to the nature 
of the properties that you have acquired. 

Q. In other words, it was not determined in the case ^ou 
are familiar with, it was presumed on the theory that a 
mixed aggregate had been acquired and a mixed aggregate 
had been paid for. Is that right? 

A. That is right. 

Q. How do you reach the conclusion that a mixed ag¬ 
gregate was acquired ? 
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A. That goes all the way hack to that question on page 
5 of my prepared testimony, Mr. Goldberg, as to the ele¬ 
ments represented in business acquisitions, and I 

1299 believe everything I have said there is the answer to 
this question. 

Q. There in the answer to that question you set 
forth what they ordinarily consist of, but now I want to 
know in those cases with which you have had experience 
how it was determined that a mixed aggregate was paid for. 

I might help you by saying that looking at your tabula¬ 
tion in your answer which appears on page 5 of the pre¬ 
pared testimony we can probably quite easily determine 
that we got tangible property, but how about the intangible 
elements you have listed, which, incidentally, appear on 
page 1029 of the transcript ? How was it determined in the 
cases which you are familiar with that there was a mixture? 

A. The purchase price in the first place, as I have brought 
out, in my opinion, at least, is primarily based on earning 
power so that that itself, being an intangible, is required 
to give value to anything that you bought aside from scrap 
value. In any profitable concern I believe that all of these 
elements would necessarily be present. Otherwise, the seller 
would not part with his enterprise. 

Q. Go ahead. 

A. That being true, I think- 

Q. (Interposing:) In other words, you say when there 
is a purchase price based upon earnings it is reasonable 
to assume that payment has been made for a mixed ag¬ 
gregate of properties. Is that right? 

1300 A. Yes. 

Q. In other words, the amount in excess over orig¬ 
inal cost, to make it more specific, which is usually classified 
in account 100.5, may be presumed, reasonably presumed, 
to represent payment for a mixed aggregate. 

A. I think that is true in most cases, Mr. Goldberg. As 
I pointed out in the previous answer, it is not necessarily 
true in all cases. If I might make the point clear, classi¬ 
fication of accounts, having determined that original cost, 
is the basis on which you have set out the separate classifi¬ 
cation of detailed accounts, which are broken down by units 
of property, I think it is reasonable to presume that in a 
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period of rising price levels the portion which coul(l be 
applicable to physical properties would probably be in ex¬ 
cess of the original cost. If you had the reverse situation, 
properties having been built in a high-priced era, and Iffien 
later purchased, you might have the reverse situation. The 
original cost might be actually in excess of what you ]j>aid 
for it, for the physical properties. 

Q. And in the cases with which you have had experience 
it was assumed that the excess over original cost repre¬ 
sented a mixed aggregate and that it was deemed to be a 
reasonable assumption to make. Is that right? 

A. That is right. ! 

Q. Where the excess represents payment based 
1301 upon capitalization of prospective earnings, a level 
of earnings which had not existed in the past, is it 
there reasonable to assume that the excess represents pay¬ 
ment for a mixed aggregate? 


The Witness: No, I don’t believe you can assume that 
as a generalization to apply in all circumstances. 

Q. Would you under those circumstances say it is more 
reasonable to assume that the payment is payment solely 
for so-called unlimited term intangibles represented by the 
capitalization of that prospective earnings power, that is 
the excess over original cost? 

A. I could not say that, Mr. Goldberg, based merely ujjon 
the facts you have given me. 

Q. Have you given any consideration to what additional 
facts you would have to have? 

A. One thought which occurs to me, you merely said 
capitalization of future additional earnings prospects oyer 
and above those which had been historically realized. 

Q. That is right. 

A. Your historical earnings, of course, might have been 
at such a low level as would not justify even payment for 
the tangible properties, so that you could have additional 
future earnings prospects which might still only bring 
1302 you up to sufficient to cover the tangible properties. 
That is the distinction I am trying to make. 
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Q. In a case like that the excess is unlikely to represent 
payment for tangible property at all. In such a case the 
excess would probably represent the payment for the so- 
called unlimited term intangibles based upon a level of 
future earnings which had not existed in the past. Isn’t 
that so ? 

A. No, my answer was just the contrary. 

Q. Suppose the acquisition was taking place in a period 
of declining prices when the structural value was declining. 
In the payment for properties would you not consider that 
the excess represented payment for so-called unlimited 
term intangibles rather than payment for a mixed aggre¬ 
gate? 

A. I am afraid your question confuses me. You are talk¬ 
ing about an excess and still you talk in terms of there 
having been a decline in prices to the point where the prop¬ 
erties were not worth what they cost, if I understood the 
question. I am having difficulty finding your excess. 

Q. Would not the fact that more than original cost had 
been paid under those circumstances then indicate to you, 
in the light of the trouble you are having in finding an 
excess, that the excess represented payment for intangibles 
based upon capitalization of a future level of earnings 
rather than payment for tangibles? 

1303 A. If I now understand your facts you are saying 
that assume properties have been built costing, say, 
$1 million to construct. 

Q. All right. 

A. That changes in price level have come about to the 
point where current fair value of those physical tangible 
properties is $800,000. 

Q. Yes. 

A. Still the purchaser pays $1 million for the assets. 

Q. All right. 

A. In that case in my opinion the cost to him of the 
tangible properties is $800,000 and the $200,000 is unlimited 
term intangibles. Under your classification of accounts, 
however, it would all be recorded as tangible properties at 
original cost, as I understand the classification of accounts. 

Q. When you made that last part of the answer you were 
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not taking into account taking over any depreciation on 
the books, were you? 

A. I left that out for the purposes of simplification. If 
we introduce that we will have to deal with it on both sides 
of the equation. 

Q. But when we introduce it, then you do have classifi¬ 
cation in 100.5 ? 

A. Certainly depreciation reserve has an effect on the 
amount which goes into account 100.5. I left it but 

1304 in the illustration merely to simplify the mathe¬ 
matics. 

Q. Suppose an acquisition takes place at an excess oVer 
original cost less depreciation, and quite soon after jtlie 
acquisition a substantial portion of the physical properties 
are replaced by the acquiring company. In such case 
would it not be reasonable to assume that the excess classi¬ 
fiable in account 100.5 consisted largely, if not wholly,' of 
payment for so-called unlimited term intangibles? 

A. In an acquisition, Mr. Goldberg, I think it is per¬ 
fectly proper not only to consider the physical properties 
acquired at the date of acquisition but to look to what part 
of that the purchaser intends to use in his own business. 
In other words, I think it is appropriate to carry your 
thinking to the points of dropping out those physical prop¬ 
erties which it is known at the time will not be used. 

Q. Does that answer mean that in the facts I have given 
you, or in the circumstances I have given you, it would be 
reasonable to conclude that the excess payment repre¬ 
sented payment for so-called unlimited term intangibleis ? 

A. After you have determined the fair value of the 
tangible properties acquired in relation to your purchase 
price, then I think that would be true, yes. 

Q. Before you had made a determination of the fa|ir 
value of the properties at the time of acquisition, would it 
be reasonable to make such an assumption? 

1305 A. I don’t believe you could make an assumption 
until you know the facts with which you are dealing, 

Mr. Goldberg. 

Q. Your answer is that you don’t feel under those cir¬ 
cumstances you could make such an assumption ? 
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A. No. I would have to know what determinations of 
fair value of the components parts of the properties were 
at that date. 

Q. Is the fair value you are talking about there to be 
based on capitalization of earnings, historical earnings, or 
future earnings, anticipated earnings? 

A. In the fair value of your tangible properties, of 
course, you would not consider earnings. That would go to 
judgment values of the physical property units. Total pur¬ 
chase price, of course, is determined, I think, in relation to 
future earnings prospects in which historical earnings 
play a very important part, obviously, and any valuation 
of unlimited term intangibles, of course, would be based 
on those same earnings prospects. As I pointed out previ¬ 
ously, it is the total which is based on the earnings pros¬ 
pects, and simply customarily we indulge in these alloca¬ 
tions for the purposes I have previously pointed out. 

Q. Let me see if I understand your statement that with 
respect to the tangible property in determining its fair 
value you would not consider earnings, it would depend 
upon the judgment of the value of the physical prop- 
1306 erty units. When we use the concept of value we 
are using it in relation to ability to earn, are we not ? 

A. Of course, value, as you know perhaps better than 
I do, is a term of many meanings. 

Q. I appreciate that and I didn’t want to get into the 
many meanings it has. 

A. I think I was using the term as applying to physical 
assets as physical value- 

Q. (Interposing:) Cost? 

A. Cost to reproduce, less allowance for whatever its 
present condition is. 

Q. You mean cost to reproduce at the time of the acquisi¬ 
tion? 

A. That is right. 

Q. In other words, you price out your property at pres¬ 
ent cost levels? 

A. Yes, that would be, I think, the customary way of 
dealing with it. 

Q. Friday afternoon at transcript 1277 I asked you 
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a question: “You would wait until the loss occurs ajnd 
then try to take care of it?” 

You answered: “In a regulated industry I think jfou 
more or less should be forced to do that as a matter of 
reasonable protection to all interests, stockholders, in¬ 
cluded.” 

I show you your testimony. I was just wondering 

1307 what you mean by the word “forced”. 

A. I merely mean that is the proper way to doi it 
from an accounting viewpoint. 

Q. That is from the management’s viewpoint? 

A. No; I said from an accounting viewpoint. 

Q. You have a rather long answer in your prepared tes¬ 
timony which begins on page 12 and goes through part of 
page 17, and that testimony appears in the transcript begin¬ 
ning at page 1036 and going through line 20 of page 1042. 

Now, then, you there make reference to Accounting 
Bulletin 24 of the American Institute of Accountants, 
Committee on Accounting Procedure. Is that right? 

A. That is correct. 

Q. Unless I missed it, you do not make reference to para¬ 
graph No. 6 of that accounting bulletin. Isn’t that true? 

A. I have quoted from that, through paragraph 4 which 
necessarily means that I have left out the subsequent onejs. 

Q. You did not refer to paragraph No. 6. Is that right? 

A. I did not quote it. 

Q. Did you refer to it in your answer? Can you shoy 
me a reference in your answer which takes up the sub¬ 
stance of paragraph No. 6 of the Accounting Bulletin Nb. 
24? 

A. I referred to the bulletin itself and quotejl 

1308 those portions which I thought- 

Q. (Interposing) Were pertinent? 

A. (Continuing)—were particularly pertinent. 

Q. Then are we to understand that you do not considej - 
paragraph No. 6 of Accounting Bulletin 24 pertinent to thg 
answer you were making, Mr. Grady? 

A. May I see paragraph 6? I don’t have it with me. 

Q. Yes, excuse me. That appears on page numbered 
197 of the bulletin. 
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A. I don’t believe it is particularly significant with ref¬ 
erence to a regulated industry, Mr. Goldberg. It covers 
the same point that we covered in our testimony the other 
day relating to intangibles of industrial and commercial 
enterprises, namely, that there had been various practices 
including the elimination of those investments. 

Q. Referring to paragraph No. 6 of Accounting Bulle¬ 
tin No. 24, doesn’t that paragraph disclose that there has 
been an accepted practice to eliminate intangibles from 
so-called unlimited term of existence, even though the value 
of the asset is unimpaired? 

A. Yes, the Bulletin states that. I think it has to be 
remembered, however, that the Bulletin is considering pri¬ 
marily commercial enterprises. 

Q. You mean Accounting Bulletin No. 24 does not apply 
to accounting for regulated utilities ? 

1309 A. I think it applies, perhaps, to all industries to 
the extent that it might be determined to be signifi¬ 
cant, but I believe all the bulletins put out by this Commit¬ 
tee, unless they should specifically say so, are written in a 

general commercial and industrial viewpoint. 

1310 Q. Was there anything about the paragraphs you 
quoted which indicated that they had any more ap¬ 
plication to a regulated utility industry than Paragraph 
Number 6 which I am referring to? 

A. No, there is nothing in the wording which does that. 

Q. So far as the text of the Accounting Bulletin is con¬ 
cerned Paragraph Number 6 applies as much to the regu¬ 
lated utility industry as the paragraph you quoted. Isn’t 
that so? 

A. Well, merely from the context itself I do not believe 
that it does. But so far as the wording of the Bulletin say¬ 
ing “This applies to one industry not another,” it does not 
say that. 

Q. What is there any place in the Bulletin which indi¬ 
cates that paragraph number 6 has less applicability to a 
regulated utility industry than the paragraphs you quoted? 

A. There isn’t anything in the bulletin itself, Mr. Gold¬ 
berg. 

Q. It is just your interpretation of the bulletin, then, 
that you depend on to say that Paragraph Number 6 has less 
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applicability to the regulated utility industry than the para¬ 
graphs you quoted from the bulletin. Is that right? 

A. Yes, and I base that on the differences in the circum¬ 
stances between a regulated industry and an unregulated 
one. 

Q. And the circumstances that you refer to as different 
in a regulated utility industry have equal bearing pn 

1311 the paragraphs you have quoted. Isn’t that so? 

A. Yes, I think those differences should be consid¬ 
ered throughout. 

Q. Doesn’t paragraph number 6 of Accounting Bulletin 
Number 24 also disclose that the practice there referred to 
is a long established and widely approved one? 

A. Yes, and I have so testified with reference to commer¬ 
cial concerns. 

Q. But it does not limit it to commercial concerns, dobs 
it? 

A. There is no specific limitation that I have read, biit 
I think that is inherent in all of the Bulletins unless they 
say so particularly. 

Q. In fact, in your direct testimony in response to Ques¬ 
tion Number 10 which appears on page 17 of the prepared 
testimony and page 1042 of the transcript you rely on Ac¬ 
counting Bulletin Number 24 for support with regard to your 
opinion as to the appropriate accounting for so-called un¬ 
limited term intangibles for a regulated industry, don’t 
you? 

A. Yes. 

Q. And that would apply not only to the paragraphs you 
quoted but to paragraph numbered 6? 

A. Yes, and I have attempted to elaborate in the answet - 
to Question 10, Mr. Goldberg, the reasons why I think that 
those paragraphs in particular are even more strongly 

1312 applicable to utilities than they are to commercial 
enterprises. For the same reason I think those fac¬ 
tors demonstrate why paragraph number 6 is not applicable. 

Q. Paragraph Number 6 likewise discloses, does it not. 
that the continuation of the practice there discussed is noi 
prohibited? 

A. That is right, and I agree with it as to commercial 
enterprises. 
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Q. But you do not agree with it as to utilities. Is that 
right? 

A. I do not agree with it. 

Q. And you say that even though the Bulletin neither 
expressly or by implication states a different rule for utili¬ 
ties. Is that right? 

A. The Bulletin has not dealt with the utility situation. 

Q. Nothing in the Bulletin which says it is not dealing 
with the utility situation? 

A. No. 

Q. Is there anything in the Bulletin which by implica¬ 
tion indicates that it is not to have applicability to the 
utility industry? 

A. There is no specific statement to that effect. It is 
merely the general approach of the committee, unless it 
specifically said so, to write it from the viewpoint of 
1313 general commercial and industrial enterprises. If 
it is appropriate, I think the committee at one time 
did express itself on the issues involved in correspondence 
to your Commission and the Arkansas Commission. 

Q. If you look at page 195 of Accounting Bulletin No. 
24, which is the first page of that Bulletin, you there find 
references to so-called unlimited term intangibles of going 
value, franchises. Do you see that in the paragraph num¬ 
bered “ (b) ”? 

A. Paragraph “ (b) ”? 

Q. Yes. 

A. Yes. 

Q. That term “going value” usually is associated with 
regulated utilities rather than industrials. Isn’t that so? 

A. Yes, I believe, at least my experience has been, that 
ordinarily it was called going concern value in court cases. 
But I think that would be more often associated with regu¬ 
lated industries than commercial. 

Q. Doesn’t that indicate that the committee intended to 
deal both with accounting for intangibles, unlimited term 
intangibles in the industrial and utility fields? 

A. Well, it may have. 

Q. At least that reference would lend support to the view 
that it does. Won’t you agree with that? 
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A. I agree that the term was more often found in 

1314 regulated industries than in commercial industries. 

Q. When we talk about franchises the references 
are usually with regard to regulated industries rather than 
industrial companies. Is that correct? 

A. Well, there are both governmental franchises and so- 
called commercial franchises. I think it could be either. 

Q. Assume that management today adopts a program Of 
writing off its intangibles whose value is unimpaired, utility 
management. Is there anything in Accounting Bulletin 
Number 24 which would require the certifying accountant 
to state in his certificate that such program is not in con¬ 
formity with generally accepted principles of accounting}? 

A. No, there is nothing in Bulletin 24. I think Bulletin 
28 would support that view, and since the point seems to he 
of importance may I read the sections of Bulletin 28 that 
I would rely on to cover that point? 

Q. I would be glad to have you do it. You have Bulletijn 
28 in the book that I have given you. 

A. Bulletin 28 of the Accounting Research Bulletins is¬ 
sued by the Committee on Accounting Procedure of the 
American Institute of Accountants deals with the account¬ 
ing treatment of general purpose contingency reserve^. 
These reserves are described on page 232 of the Bulletin 
as follows: 

“The committee is therefore of the opinion that general 
contingency reserves such as those created: A, for general 
undetermined contingencies, or, B, for a wide variety 

1315 of indefinite possible future losses, or, C, without any 
specific purpose reasonably related to the operation^ 

for the current period, or, D, in amounts not determined 
on the basis of any reasonable estimates of costs or losses 
are of such a nature that charges or credits relating to sucli 
reserves should not enter into the determination of net 
income. 

‘ ‘ Recommended procedures. Accordingly, it is the recom¬ 
mendation of the committee that as to general contingency 
reserves described in Paragraph 3: A, Provision for such 
reserve should not be included as charges in determining 
net income. “B, when such a reserve is set up it should 
be created preferably by a segregation or appropriation of! 
surplus; it may be created by an appropriation of net in- 
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come, but this is less desirable. C, If such a reserve is cre¬ 
ated by an appropriation of net income the net income should 
first be determined and so designated, after which the re¬ 
serve provision should be deducted and clearly captioned 
as an appropriation of net income, and the final figures 
should be so captioned as to clearly indicate that it is not the 
entire net income. 

“D, Costs or losses should not be treated as charges to 
such reserves and no part of such a reserve should be trans¬ 
ferred to income or in any way used to affect a determina¬ 
tion of net income for any year. E, When such a reserve 
or any part thereof is no longer considered necessary, it 
should be restored to surplus either directly (the 

1316 preferable treatment) or after the determination of 
net income in the income statement, in such a way as 

to indicate clearly that it is not income.” 

Q. You referred to the paragraphs in Accounting Bulle¬ 
tin Number 28 as supporting your view that paragraph 
number 6 of Accounting Bulletin Number 24 has less, if 
any, applicability to a regulated utility industry. Is that 
right? 

A. In a set of Circumstances where value or rate base 
has definitely been determined so that any write-off or 
decrease in reference to cost or that rate base I believe would 
be a general contingency type of provision of the character 
contemplated by this quotation. 

Q. Where there had been no rate base determination, how¬ 
ever, you would not say that paragraph numbered 6 has 
less applicability to the regulated industry. Is that correct? 

A. In those circumstances, Mr. Goldberg, you would tend 
to get back to the conditions which we were testifying about 
earlier, as to the writing-off of Account 100.5 where there 
had been no determination of value and where in the gen¬ 
eral run of circumstances it was my feeling that you were 
probably dealing with a mixed aggregate. 

Q. In resting upon the excerpts from Accounting Bulle¬ 
tin Number 28 to support your view that paragraph num¬ 
bered 6 of Accounting Bulletin Number 24 has less appli¬ 
cability, if any, to the regulated utility industry, you 

1317 do so on the theory that the reserves created for the 
write-off of the so-called unlimited term intangibles 
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may be classified as general contingency reserves, do ytau 
not? 

A. I think they must be so classified, Mr. Goldberg, if tjhe 
item is fully supported both from a cost viewpoint and from 
a rate base viewpoint in a value determination. 

Q. They would be so classified, then, for your industrial 
companies as well. Is that correct? 

A. No, you do not have those same circumstances. 

Q. You mean in an industrial company the write-off for 
intangibles, or the reserves set up for write-offs for intan¬ 
gibles, may not be classified as general purpose contingency 
reserves? 

A. Yes, that is why they are ordinarily written off agaiiist 
surplus. I am afraid I didn’t follow exactly the significance 
of your question. 

Q. Let me rephrase it. You have relied upon Accounting 
Bulletin Number 28 by classifying the reserves set up for 
the amortization of the unlimited term intangibles as the 
general contingency reserves taken up in Accounting Bulle¬ 
tin Number 28. Isn’t that so? 

A. Well, I have said that where you have had a determina¬ 
tion of cost, and likewise determination of a rate base 
which establishes the significant economic factors of valiie, 
that in such circumstances any provision for a write- 
1318 off of the unlimited term intangibles which have been 
determined to be of continuing value would be a pro¬ 
vision for contingencies of the type contemplated in Bulle¬ 
tin Number 28. 

Q. Well, whether or not the reserve is a general purpose 
contingency reserve does not depend upon its treatment in 
the rate base. Isn’t that so? 

A. I think it does depend on it quite vitally in a regu¬ 
lated industry, Mr. Goldberg. 

Q. I want to show you the Accounting Bulletin Number 
28 from which you read, page 232 thereof. At that page tfie 
committee states, does it not: “The committee is therefore 
of the opinion that general contingency reserves such ks 
those created: A, For general undetermined contingencies, 
or, B, For a wide variety of indefinite possible future losses, 
or C, Without any specific purpose reasonably related to 
the operations for the current period, or, D, In amounts 
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not determined on the basis of any reasonable estimate of 
costs or losses, are of snch a nature that charges or credits 
relating to such reserves should not enter into the determina¬ 
tion of net income.” 

At that point they set out the types of reserves falling 
under the category “General Purpose Contingency Re¬ 
serves,” didn’t they! 

A. Yes. 

Q. And there any reserves set up for those purposes 
1319 they say should be classified as the general purpose 
contingency reserve. Right? 

A. That is right. 

Q. Would you say that reserves set up for the write-off 
of unlimited term intangibles by industrial companies fits 
any of the categories set forth on page 232 of Accounting 
Bulletin 28? 

A. Yes, I think they do. 

Q. So that both for industrials and utilities in your opin¬ 
ion the reserves set up for the amortization of so-called 
unlimited term intangibles should be classified as general 
purpose contingency reserves. Right? 

A. Yes, I think that is right. 

Q. I would like to show you the annual report to its stock¬ 
holders for the year ended December 31, 1945, of Monon- 
gahela Power Company and to the consolidated balance 
sheet which appears on pages 14 and 15 of that report. 
They show in that balance sheet utility- 


1320 Q. Utility plant acquisition adjustments less re¬ 
serve of $88,349.35. Isn’t that so? 

1321 The Witness: Yes. 

Q. You are familiar with that reserve, are you not? 

A. Yes. 

Q. That is one of the companies directly under your 
supervision in the Price, Waterhouse & Company firm? Is 
that correct? 

A. Yes. 
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Q. They do not show that reserve as a contingency re¬ 
serve, do they? 

A. No. | 

Q. They deduct it from the asset. Is that right ? 

A. Yes. 

Q. And if it were contingency reserve you would say it 
is not proper to deduct it from the asset. Isn’t that soj? 

A. That is so. This—may I answer it? 

Q. Yes, indeed. 

A. This situation gets back to exactly the one we were de¬ 
scribing earlier when I said the property acquisition adjust¬ 
ment account at least may represent a mixed aggregate. 
There has been no determination of what it represents. 
Therefore, it at least is not unreasonable to assume that there 
are elements in the plant acquisition adjustment ac- 
1322 count which should be depreciated. In any event, 
factors of valuation have not been determined to the 
point where the certifying accountant can really determine 
that it does not represent a proper amortizable item, so that 
that, I think, characterizes the example we have been peal¬ 
ing with. 

Q. You mean the company has not determined whether 
it is in the rate base ? 

A. No, there has been no determination of the rate base. 

Q. Has there been a determination of whether the 4om- 
pany is earning on it? 

A. So far as I know there has been no rate determina¬ 
tion in recent years. 

Q. Has there been any determination by the company 
that they are or are not earning on that amount in account 
100.5? 

A. The earnings of the company, of course, are known 
and are set forth in the income statement, Mr. Goldberg. 
So far as I know there has been no special study made by 
the company or by a Commission to determine whether the 
earnings are greater or less than or equal to a fair return 
on any particular rate base. 

Q. Has there been any determination of value? 

A. No. 

Q. Has there been any testing by the certifying 
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1323 accountants of the propriety of writing off the 
amount in account 100.5? 

A. There has been a review made of what has transpired 
in the accounts and it has been determined that there are 
not present these definite elements of value which would 
permit you to determine whether or not the particular re¬ 
serve provision represents depreciation or represents some 
other factor. 

Q. Without any knowledge of whether it represents de¬ 
preciation for tangibles or amortization of so-called unlim¬ 
ited term intangibles, Price, Waterhouse & Company has 
certified to that statement as in conformity with generally 
accepted principles applied on a basis consistent with that of 
the preceding year. Isn’t that so ? 

A. There are no grounds on which to base an exception 
from that, Mr. Goldberg. The certifying accountant has to 
have fairly definite support for a qualification, and that 
support is not available in this case. 

Q. The reserve is being set up by charges to income. 
Isn’t that so? 

A. That is so. 

Q. Now, you would not set up a reserve by charges to in¬ 
come for depreciation of tangible property, would you? 

A. What did you mean by “charges to income”? 

Q. Exactly what is meant right here. In note A, 

1324 page 18 of the report, they state that “In accordance 
with orders of the appropriate regulatory Commis¬ 
sions these amounts . . . are being amortized by charges 
to income over a 15-year period beginning July 1,1945.” 

Now, then, are those charges to 537 or 505? 

A. That is what I was going to ask. Are you making a 
distinction of whether it is above or below the line? 

Q. That is what I am bringing out now. 

A. In my opinion any provision for amortization, whether 
it applies to tangible properties and is therefore deprecia¬ 
tion, or whether it applies to intangible properties and is 
therefore some form of amortization, if it has been deter¬ 
mined to be bona fide cost I believe that it should be above 
the line. In certifying to an income statement as to the 
general results of operations, that distinction between 
above or below the line so far as the stockholders’ reports 
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are concerned, I think, ordinarily, is not given too much sig¬ 
nificance by the certifying accountants. They are inclined 
more to look to the general fairness of the determination of 
net income and to recognize that this may be a type of ele¬ 
ment which is of significance perhaps only in a rate deter¬ 
mination which should not be dealt with in the annual report 
to stockholders. 

Q. Well, then, in a determination of whether the state¬ 
ment of income is a fair representation or not, it is 

1325 material to ascertain whether the representation is 
based upon generally accepted principles of account¬ 
ing; that is, whether charges are being made to operating 
expenses which should be made, or whether charges are 
being made below the line, which should be made. Isn’t 
that so? 

A. I think perhaps unfortunately the accounting may! not 
have developed to that point of nicety as yet. We are njiore 
concerned with the general presentation of the results of 
operations. 

Q. You mean that at this stage of the development ofj the 
art of accounting, whether the charge is above or belowj the 
line, is beside the point, the accountant can still say it con¬ 
forms with generally accepted principles of accounting. 
Is that right? 

A. I don’t say it is beside the point, Mr. Goldberg. 

Q. At least no point is made of it. 

A. I think this is an area that you get into. We hjave 
recognized before there are many purposes of accounting, 
and I do not think you can use the annual report to stock¬ 
holders to solve all the rate-making and regulatory prob¬ 
lems of utilities. 

Q. I am only trying to solve this problem: Whether what 
they are doing in the absence of a determination of vajlue 
and the absence of a determination of what the item repre¬ 
sents, in the absence of a determination of whether 

1326 they are earning on it, a certifying public accountant 
may say that the accounts are in conformity vdth 

gererally accepted principles of accounting as you hive 
said they are. 

A. I think you may say that for the simple reason that 
you cannot support saying anything different. A certifying 
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accountant would always like very much to have these mat¬ 
ters of value and proper allocation determined so that he 
could deal with the situation in accordance with the best 
theory. But that is not always true and it is not true in this 
particular instance. 

Q. So that whether you know them or not, you may say 
that it is in conformity with generally accepted principles 
of accounting. Is that right! 

A. It is sufficiently close to the realm of accepted practice 
and in the absence of any definite evidence on which to sup¬ 
port a qualification you simply cannot qualify it. 

Q. Can the certifying accountant insist upon the verifica¬ 
tion of the amount by the company who is asking that he 
certify to their statements? 

A. I think perhaps he can do so if the circumstances were 
sufficiently extreme. I do not believe it would be reasonable 
procedure in this instance. 

Q. Why not? 

A. For one thing the amounts involved are not suffi¬ 
ciently material. I would recommend and have rec- 
1327 ommended in every opportunity that I have had that 
account 100.5 be identified as to the elements that it 
represents, and it is very much to my own regret that the 
companies have not done that and the Commission has not 
insisted on their doing it. 

Q. W T hether or not they have done it, you have felt en¬ 
tirely free to say that the treatment of the amount in ac¬ 
count 100.5, writing off of it, is in conformity with generally 
accepted principles of accounting. Is that right? 

A. In the absence of evidences of value which would 
clearly show it is going contrary to that, I felt I had no 
other course. 

Q. You have not asked for any evidences of value to the 
contrary before making that certificate. Isn’t that so? 

A. As I mentioned in the previous question, I have sug¬ 
gested it. I have not demanded it because I did not think 
it was of sufficient importance. 


1328 Q. Company A follows the practice of amortizing 
intangibles of so-called unlimited term and company 
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B does not. The industry is brought under regulation and 
the regulatory commission concludes that the public inter¬ 
est requires amortization as an aid in fostering sound 
financial and economic conditions in the industry. It there¬ 
fore directs Company B, which has not been amortizing 
those intangibles, to do so. Is that direction in conformity 
with generally accepted principles of accounting? 


1330 The Witness: I think I would have to either ask 
you to supplement the assumptions or supplement 

them myself in order to answer it, Mr. Goldberg. 

Q. To what extent would you want it supplemented ? 

A. I would want to know—I take it from your assump¬ 
tions that cost has been determined—I would want to know 
what the rate base was before knowing how to answer yf>ur 
amortization question. 

Q. You want to know what the rate base was. In other 
words, you would want to know whether the intangibles tore 
included in the rate base or not. Is that right? 

1331 A. That is right. 

Q. If they were included in the rate base, thein I 
take it you would say that it was not in conformity with 
generally accepted principles of accounting. Is that right ? 

A. I might or might not. I think there are two w^ys 
of dealing with the subject. That is one reason that I need 
a little further amplification. 

Q. Let us put it in the rate base. Now, what would your 
answer be? 

A. If it is put in the rate base and determined to be of a 
continuing character so that no allowance is made in costs 
for any reduction or amortization of the element, then I 
think it should not be required to be amortized. I think 
it would be possible, however, for a commission to say, “"fYe 
think it is in the public interest to get rid of this type of 
investment in the present generation and therefore we want 
it charged off, and the charge is included as an element of 
expense with a remaining value included in the rate basZ.” 

If that type of order were required, then I think t!he 
accounting requirement was entirely reasonable. 

Q. If it were determined that the intangible was of| a 
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continuing character and included in the rate base, you 
•would say it is not in conformity with generally accepted 
principles of accounting to require the amortization of the 
intangibles unless provision is made for the write-off 
1332 through operating expenses. Is that right? 

A. That is right. 

Q. If it were concluded that it was not of a continuing 
character but included in the rate base, nevertheless, would 
you then say that the write-off was in conformity with gen¬ 
erally accepted principles of accounting? 

• ••#••• 


1333 The Witness: I believe the question was really 
answered in the preceding one, Mr. Goldberg, in 
that- 


1334 Q. It was in the rate base but it had been deter¬ 
mined it was not of continuing character? 

Presiding Examiner: Yes. 

Mr. Goldberg: And the write-off nevertheless was di¬ 
rected, would such a write-off be in conformity with gen¬ 
erally accepted principles of accounting. 

The Witness: In that set of circumstances, as I would 
understand it, you would have a decreasing rate base insofar 
as the particular item is concerned, and you would have to 
the extent of a decrease corresponding charges to expenses, 
so that I think under those circumstances it would be wholly 
appropriate, and therefore I was unable to distinguish 
from the previous case we just talked about. 

Q. In other words, your answer would remain the same ? 

A. Yes. 

Q. Assume that the amount for rate-making purposes 
is excluded from the rate base and the amount is ordered 
amortized. Under those circumstances would the amortiza¬ 
tion be in conformity with generally accepted principles of 
accounting? 

• •••••• 
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1335 Q. So-called unlimited term intangibles are ex¬ 
cluded from the rate base and the Commissioh re¬ 
quires amortization of the amount so excluded. Would that 
amortization be in conformity with generally accepted 
principles of accounting? 

A. I think that would be in conformity with generally 
accepted principles of accounting. 

Q. Do you have to know how the item is treated for ilate- 
making purposes before you can determine whether or not 
the amortization is in conformity with generally accepted 
principles of accounting? 

A. You either have to do that, Mr. Goldberg, or you have 
to have determined the various elements of investment with 
which you are dealing. Certainly in a regulated industry 
the treatment in the rate base is of material economic sig¬ 
nificance. 

Q. It may be material—Go ahead. Excuse me. 

A. If you had all the facts in a given situation carefully 
and objectively determined, I think it would be pos- 

1336 sible to ascertain whether or not an amortization pro¬ 
gram was or was not generally accepted accounting 

principles without a rate base determination. 

Q. In the case of Monongahela Power Company which I 
took up with you before the recess where there was amortiza¬ 
tion of the amount in account 100.5, you did not know wjhat 
treatment of the amount in account 100.5 would be had |for 
rate-making purposes when you certified that the accounts 
were in conformity with generally accepted principles of 
accounting. Isn’t that so? 

A. That is so. I likewise did not know- 

Q. (Interposing:) The nature of the elements? 

A. (Continuing:) —the nature of the component p?(rts 
of the amount in account 100.5. 

Q. But it was still in conformity with generally accepted 
principles of accounting, was it not? 

A. I was not in a position to determine that it was not 
in accordance with that. 

Q. Isn’t the certifying public accountant under obliga¬ 
tion to make the necessary qualifications and not flatly state 
without qualification that the accounts are in conformity 
with generally accepted principles of accounting when he 
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does not have the necessary information to make snch a flat 
statement? 

A. I don’t think you can be quite that precise, Mr. 

1337 Goldberg. Accounting is not that type of an exact 
science, and I don’t believe it ever will be. 

Q. If you had been precise in Monongahela Power Com¬ 
pany would you have included a qualification regarding the 
amortization for the amount in account 100.5? 

A. The precision or reasonableness of the accounting 
determinations must be done by the company. The inde¬ 
pendent accountant reviews those determinations and de¬ 
cides in his own mind whether or not matters have been rea¬ 
sonably and objectively determined to the point not beyond 
the zone of tolerance which would require qualification, 
and that is the situation I found myself in with respect to 
that particular company. 

Q. I understand from what you have been testifying that 
in a regulated industry we must look to rate-making to 
determine what are generally accepted principles of account¬ 
ing. Is that right? 

A. No, I didn’t say that. 

Q. Don’t you constantly go hack to what is being done 
for rate-making before considering whether a write-off of 
so-called unlimited term intangibles in a regulated industry 
are in conformity with generally accepted principles of 
accounting? 

The Witness: Rate-making obviously has a very 

1338 significant economic influence in a regulated industry, 
and certainly it must be considered with reference to 

generally accepted principles, but the independent account¬ 
ant in giving an opinion as to generally accepted principles 
is not necessarily restricted to the rate-making principles 
in determining whether or not practices are or are not in 
accordance with generally accepted principles. 

We mentioned the other day the railroad situation. I 
pointed out to you that in that case most of the opinions 
seemed to run toward whether or not the accounts have 
been kept in accordance with regulatory commission re¬ 
quirements. That presumably has developed because of the 
difficulty, perhaps, of reconciling in that particular field 
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the regulatory requirements with generally accepted ac¬ 
counting principles. 

Q. You mean the principles of accounting—Excuse me. 
Well, had you finished? 

A. I think I would like to add one further thought 
there. 

1339 Q. All right. 

A. As a matter of general practice in looking af all 
industry, the American Institute of Accountants has the 
viewpoint that the accountant’s opinion as to the fairness 
of financial statements should be expressed in relation to 
generally accepted accounting principles. 

Where you have a situation of regulation intervening, the 
accountant may have the question in his own mind if he ex¬ 
presses his opinion in relation to the regulatory require¬ 
ments whether he should not also point out wherein those 
regulatory requirements departed from generally accepted 
accounting principles if they do so depart. 

Q. And if the principles of accounting are so precise and 
so established, he usually does point out that it may be all 
right for regulatory purposes but so far as generally ac- 
cepted principles are concerned they are not necessarily in 
conformity therewith. Is that what you are saying? 

A. I say that he would have that problem to answer to [his 
own satisfaction. 

Q. And the principles to which you have been addressing 
yourself here are not so precise that there is an obligation 
upon the certifying public accountant to say that the write¬ 
off may be all right in relation to regulatory requirements 
but that it is not in conformity with generally accepted 
principles of accounting. Isn’t that so? 

1340 A. Well, the principles are present, Mr. Goldberg, 
but in the cases we have been dealing with, particu¬ 
larly Monongahela Power statement, the facts are not th^re 
with which to precisely state whether the principles have 
or have not been complied with and the relative importance 
of the amounts were such that the certifying accountant 
was not in a position to insist that those elements are sup¬ 
plied. 

Q. Nor did he feel there was a departure from generally 
accepted principles of accounting which would require him 
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to insist upon a disclosure of the facts so that he could 
certify without making qualifications. 

A. In view of the possible mixed character of the elements 
in 100.5 he did not feel he was in a position to do so. 

Q. Does rate making determine what are generally ac¬ 
cepted principles of accounting? 

A. No, I do not believe it does. 

Q. If the regulatory commission could not direct write¬ 
off of company “B” intangibles, that is the company in our 
hypothesis that was not amortizing intangibles before regu¬ 
lation came in, without in your opinion violating generally 
accepted principles of accounting, doesn’t it follow that that 
regulatory commission could not achieve the desired objec¬ 
tive of uniformity of the system of accounts? 

#*#**•* 

The Witness: In the first place, Mr. Goldberg, I 
1342 have not testified simply as a general matter that the 
write-off of intangibles per se is a violation of gen¬ 
erally accepted accounting practice. What I attempted to 
say is that I think a regulatory body, or anyone else, has 
to go through certain objective procedures of examining 
what is represented, and then whether to indulge in an amor¬ 
tization program or not should be based on objective con¬ 
siderations of all the circumstances. 

Obviously if the regulatory authority wishes to accom¬ 
plish amortization of unlimited intangibles, if it is going to 
have uniformity it has to do it in all cases. 

Q. You are saying that the regulatory body should at¬ 
tempt to determine the nature of the amount classified in 
Account 100.5 in dealing with it. Right? 

A. That is right, and I do not think they can deal with 
it satisfactorily unless they do. 

Q. I see. But you are not saying that they must go 
through a rate case before deciding whether amortization 
conforms to generally accepted principles of accounting. 


1343 The Witness: They do not have to go through a 
rate case, Mr. Goldberg, but in my opinion they do 
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have to go through process of determination of values in a 
manner which might be somewhat comparable to the sajme 
objective standards which presumably would be applied in 
determining a rate base from a value standpoint. 

Q. They would have to at least, you say, go through a 
proceeding to determine the nature of the amount classified 
in Account 100.51 

A. That is correct. j 

Q. And it is reasonable for the regulatory commission, 
then, you would agree, as an accounting matter to require 
a full showing as to the nature of the amount which a com¬ 
pany proposes to keep indefinitely in the accounts. Isn’t 
that so? 

A. I don’t believe that the objective determination of the 
value part of it is an accounting matter. 

1344 Q. In connection with the Monongahela Power Com¬ 
pany you indicated that there are limitations upon 
what a certifying accountant may demand from the com¬ 
pany in the way of a showing, but there is not that limifja- 
tion upon a regulatory commission, is there? 

A. No. 

Q. It may demand a full showing from the company which 
seeks to keep an amount in the accounts indefinitely, a fi^ll 
showing as to tne nature of the amount they so intend to 
treat. You would agree with that, wouldn’t you? 

A. I do not believe it is an accounting matter, but- j 

Q. (Interposing) That is the essence of your statement 
that you should determine that nature of the amount. Isnj’t 
that so ? 

A. Yes. I think that should be determined either within 
the resources of the company or the commission, or botfi. 

##••##• 

Q. In the hypothesis as originally given to yob, 
1346 there were two companies, A and B. One was writing 
off intangibles and the other was not. Reverting for 
a moment to the company which was writing off the intangi¬ 
bles, would a commission order directing that company 
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to reverse the entries amortizing the intangibles and 

1347 cease writing them off be in conformity with gen¬ 
erally accepted principles of accounting? 

A. Mr. Goldberg, we previously have gone through the 
process of bringing it down. Now we are going through 
the process of re-establishing it. Again you would have to 
give me, I think, more complete facts before I could say it 
was or was not. 

Q. What do you have to know? 

A. I want to know cost and value again by the component 
parts. 

Q. You mean value in a rate-making proceeding? 

A. Value objectively determined. It doesn’t necessarily 
have to be rate making. 

Q. You mean you still would need those elements even 
though management is voluntarily proceeding to write it off 
and the regulatory commission comes along and says, 
“Cease and desist; reverse your entries and stop writing it 
off”? Do you still need those elements? 

A. Yes, I think so, for the same reason I did in the reverse 
situation. In this assumption you are establishing uniform¬ 
ity, apparently, by causing them all to go back to full cost. 

Q. You mean you still would want to know whether the 
company was earning on the intangibles? 

1348 A. You have assumed here the establishment of 
regulation. 

Q. Yes. 

A. I think the question of whether it was allowed to earn 
would have considerable economic significance, but I would 
need to know both the cost and value aspects of the equa¬ 
tion before being able to pass upon whether or not the 
reversal of these items was proper or improper. It could 
be that the write-offs represented depreciation, for example, 
depending on the type of value standards that you give me. 

Q. Suppose the amount is included in the company’s rate 
base and it is earning on it, but, nevertheless, is writing it 
off. The commission says, “Cease and desist and reverse 
the entries.” Would that be in conformity with generally 
accepted principles of accounting? 

A. Yes, I think so. 

Q. Assume it was excluded from the rate base and they 
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were not earning on it. Would it be in conformity with 
generally accepted principles of accounting? 

A. Would such an order? 

Q. Yes. | 

A. I think such an order would be you could not say it 
was contrary to accepted accounting for the reason that 
you always have the choice of sticking to a cost standard! of 
carrying fixed assets, and I think that is the predominant 
basis of carrying it. But in saying that I do not want 

1349 to be understood to say that factors of economic 
significance may come into being which might make 

it good judgment either from management standpoint or 
from a regulatory standpoint to go to a different basis] 

Q. From a regulatory standpoint, when different meth¬ 
ods of treatment of an item in the accounts are in conform¬ 
ity with generally accepted principles of accounting if 
adopted hy management in its discretion, uniformity fs, 
as a practical matter, impossible unless that discretion jis 
controlled by some agency having authority to prescribe the 
method which it deems is in the public interest. Isn’t that 
so? 

The Witness: It is my belief that uniformity is impo's- 
sible, period. 

• **#*## 

The Witness: You might, however, select a particular 
item as a basis for a question and get a specific ap- 

1350 swer, but I merely wanted to bring out that in deal¬ 
ing with the whole classification of accounts, even 

though you get the same account numbers and the same 
names, I do not believe you have uniformity. i 

1351 Q. Let’s relate it solely to treatment of so-called 
unlimited intangibles. 

A. No, it is not. 

Q. I am not sure that “No, it is not’’- I 

Presiding Examiner (Interposing): Does that refer to 
possibility of uniformity? 

Mr. Goldberg: Yes. | 

The Witness: Possibility of uniformity. I do not mean 
to so restrict it. I am thinking more, so we may have a comj 

I 


I 
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plete understanding, of the charges between capital and 
operations which depend on judgment basis things, such as 
overhead expenses, border-line between maintenance and 
construction which always is difficult to draw. 

Q. Are you saying that when the regulatory commission 
adopts one of several accepted methods for writing off in¬ 
tangibles, it is not thereby moving closer to the achievement 
of uniformity! 

A. No, I did not say that. Your question was general 
and covered the whole field. 

Q. But it is in the case of intangibles when it adopts one 
of several accepted methods moving in the direction of 
achieving the very desirable objective of uniformity when 
it selects one method from several which are all acceptable. 
Isn’t that so! 

1352 A. Well, certainly the selection of one method of 
dealing with a particular thing as against several 

methods gets closer to uniformity. 

Q. I think you will agree with me that when management 
of an industrial company is considering the writing off of 
intangibles it is usually not concerned with industry as a 
whole, or the objectives of regulation in a regulated field, 
as a regulatory commission would be in considering whether 
one method over another should he adopted. 

1353 Mr. Goldberg: I have limited it to writing off in¬ 
tangibles. 

The Witness: Certainly I can agree that management of 
an industrial enterprise would not he concerned with what 
a regulatory body might think about. 

Q. Considerations are quite different! 

A. That is right. 

1354 Q. I am interested in ascertaining the status of 
these Accounting Bulletins that you and I have 

talked about which are issued by the American Institute of 
Accounting Committees. 

Does the issuance of the Bulletin mean that a certified 
public accountant may not certify accounting statements 
as conforming with generally accepted principles of ac¬ 
counting if the accounting reflected by the statements he 
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is considering does not follow the opinions expressed in the 
Bulletin? 

A. I believe that either the footnote or the headnote 
appended to the Bulletin would be the best expression of 
that, Mr. Goldberg. I will be glad to read that into the 
record. 

Q. Suppose I hand you Accounting Bulletin Number 24, 
whichever one you want to use, and you specify the foot¬ 
note to which you have reference. 

A. The note taken from Accounting Bulletin Number 24 
—I use that merely because we have referred to it 

1355 in the past—reads as follows: 

“Accounting Research Bulletins represent the consid¬ 
ered opinion of at least two-thirds of the members of the 
committee on accounting procedure, reached on a formal 
vote after examination of the subject matter by the com¬ 
mittee and the Research Department. Except in cases in 
which formal adoption by the Institute membership has 
been asked and secured, the authority of the Bulletins rests 
upon the general acceptability of opinions so reached. (See 
report of Committee on Accounting Procedure to Council, 
dated September 18, 1939.) 

“2. Recommendations of the Committee are not in¬ 
tended to be retroactive, nor applicable to immaterial items. 
(See Bulletin Number 1, Page 3.) 

“3. It is recognized, also, that any general rules may be 
subject to exception; it is felt, however, that the burden 
of justifying departure from accepted procedures must be 
assumed by those who adopt other treatment. (See Bulle¬ 
tin Number 1, page 3.)” 

Q. I have noticed the paragraphs you read into the rec¬ 
ord, but I was not quite sure about their meaning. Be¬ 
cause I was not, and I still am not, I would like to have yoh 
tell me whether the issuance of a Bulletin means that a. 
certified public accountant may not certify to accounting 
statements as in conformity with generally accepted prin¬ 
ciples of accounting where such statements do not 

1356 follow the accounting opinions as expressed in the 
Bulletin. 


A. I -would not go so far as to say he may not. I think 
most accountants would certainly take the burden of proof 
referred to in the third item of note quite seriously. I can 
conceive of a situation where the accountant would believe 
that his particular case was in accordance with generally 
accepted accounting principles, in which case if he believes 
so I think he is entitled to say so. If I were doing it and 
it were clearly contrary to a Bulletin on the subject, I would 
bring that point out to the reader and give my reasons for 
considering the other treatment appropriate. 

Q. In other words, that is another instance of disclosing 
fully why you are doing what you are doing? 

A. And why you arrive at an opinion which might be 
different from a committee opinion which I believe to be 
entitled to great weight. 

Q. These Accounting Bulletins, as I understand it, seek 
merely to state what the practice has been. They do not 
seek to establish new principles, do they? 

A. No, I don’t believe that is true, Mr. Goldberg. I 
think it is intended that through these bulletins clarifica¬ 
tion and perhaps raising accounting standards should be 
sought. 

Q. In other words, you conceive the purpose of the Bulle¬ 
tin as serving this need: A practice has been followed which 
the Committee on Accounting Procedure, shall we 
1357 say does not deem a fair one, and in order to effect 
a practice which it believes to be more in keeping, or 
in keeping with generally accepted principles of account¬ 
ing, it would issue a Bulletin seeking to establish that 
principle. It serves such a purpose. 

A. Yes, I believe so. 

Q. I wonder if we can use an illustration to make more 
graphic what you stated about the status of these Account¬ 
ing Bulletins. I am sure you are aware that Accounting 
Bulletin Number 26 forbids charging peacetime costs and 
losses against wartime reserves. That is so, is it not? 

Would you like to see that? 

A. There is such a Bulletin. I would like to refer to it. 

Q. I show you that Bulletin. 
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1358 The Witness: I am familiar with the Bulletin. 

Q. And I have correctly stated that the Bulletin forbids 
charging peacetime costs and losses against wartime re¬ 
serves, or disapproves of that practice as not in conformity 
with generally accepted principles of accounting? 

The Witness: The bulletin deals with accounting for the 
use of special war reserves. The particular wording that 
you are referring to I would have to find in the Bulletin. 

Q. Would you just look at it for the purpose of refresh¬ 
ing your recollection? 

•••it*# 

1359 Q. Well, the question is this: Accounting Bulletin 
Number 26 indicates that it is not in conformity with 

generally accepted principles of accounting to harge peace¬ 
time costs and losses against wartime reserves. Isn’t 
that so? 

A. That was the general purpose of the Bulletin. 

Q. Yes. 

A. It summarizes very briefly five pages of printed mat¬ 
ter. 

Q. Yes, I realize that. 

Now assume that in the face of Accounting Bulletin 
Number 26 the company subsequent to the issuance of that 
Bulletin charges losses from strikes occurring during 
peacetime against the wartime reserve. Under such Cir¬ 
cumstances could the public accountant certify that the 
accounting statements are in conformity with generally 
accepted principles of accounting? 

A. Well, the particular question of strikes, Mr. 

1360 Goldberg, I think was a debatable issue as to whether 
it was or was not related to the war period or con¬ 
ditions very closely tied in to the war, and there is ajlso 
involved in the question for different industries just when 
they run out of a war condition or conditions brought on 
by the war period and when you get back to a peacetime 

operation. 

1361 Q. In other words, you are saying whether sijick 
peacetime losses may appropriately be charged 
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against the wartime reserves in the face of the accounting 
bulletin No. 26 depends upon a determination of whether 
peacetime losses are in fact peacetime losses. Is that right t 

• ••#••• 

The Witness: That is right. 

1362 Q. In 1946 United States Steel, you are aware, 
charged peacetime costs and losses from strikes 

against wartime reserves? 

*•*•••• 

The Witness: I am aware that that happened in one 
of the years about that time from having read the stock¬ 
holders’ report. I would have to see the 1946 report to 
be able to say so definitely. 

Q. I will he glad to show it to you. Specifically, page 
31, I think, will assist you in refreshing your recollection. 
I think it is paragraph No. 3 on that page. 

A. Yes. 

Q. Those were peacetime losses charged against wartime 
reserves without any exception being taken to the account¬ 
ing statement by Price, Waterhouse & Company. Isn’t 
that so ? 

A. No, I don’t think that is so. 

Q. Those were not peacetime losses? 

A. We did not believe so and the company did not believe 
so. 

Q. And that is why you didn’t take exception to it? 

A. The company specifically is relying on its ex- 

1363 perience in the previous World War and following 
what it took to be the approval of Bulletin No. 13 

issued during the wartime period. It felt that was one of 
the major items that should be provided for out of wartime 
operations. It was one of the major purposes for setting 
up the reserve. 

Q. Price, Waterhouse & Company did not believe that 
charging those losses against the wartime reserves ran 
counter to the pronouncement in accounting bulletin No. 
26. Is that it ? 
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A. Not if you take the broad import. If you recognize 
that one of the paragraphs there referred to strikes in 
peacetime, it was our feeling, particularly in the steel 
industry, that the reconversion period to peacetime opera¬ 
tions had not yet occurred in 1946, and we felt that having 
followed more or less the advice of Bulletin No. 13 in set¬ 
ting up the reserves, based on their experience in the pre¬ 
ceding war, it would be exceedingly unfair to tell the com¬ 
pany that it could not then use the reserves for the very 
purposes for which they had been set up. 

Q. That was the opinion of Price, 'Waterhouse & Com¬ 
pany, but I think you will agree another firm of account¬ 
ants may have felt a contrary view. 

A. I shall not attempt to pass on that. 

Q. If there were a contrary view that it was a peace¬ 
time loss which was being charged against the wartitne 
reserve, could Price, Waterhouse & Company Mve 

1364 certified the statements as being in conformity with 
generally accepted accounting principles in the face 

of accounting bulletin No. 26? 

A. No, if that had been our view we would have quali¬ 
fied the statements. 

• •••••• 

Q. Accounting Bulletin No. 33 disapproves the practice 
of charging an extra allowance for depreciation because 
of increased price levels. Isn’t that so? 

A. I will have to see it to identify it. There is such a 
bulletin. 

Q. I show you that. 

A. That is right. 

Q. And if the practice is being followed of charging an 
extra allowance for depreciation because of increased price 
levels, the certifying accountant will have to say to 

1365 that extent the accounting is not in conformity with 
generally accepted principles of accounting. Is that 

right? 
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The Witness: I think, Mr. Goldherg, there are circum¬ 
stances where you would not have to say that and would 
have to qualify. I can imagine other circumstances where 
you might not do so. 

1366 Q. In other words, even in the face of these bulle¬ 
tins, if I understand the testimony you have given me 

with respect to the one you were presently discussing in 
Accounting Bulletin No. 26, it is not merely a question of 
reading them but there is a matter of interpretation in¬ 
volved, and such interpretations may vary with the person 
doing the interpreting. Is that right ? 

A. It may also vary with the facts and with the question 
of whether or not an objective determination has been made 
to substitute some other basis for cost. All of those factors 
I have in mind in answering in the yes-or-no fashion that I 
have. In other words, if you want to give a specific set 
of circumstances I will be glad to give you a specific answer. 

Q. May I refer you to your prepared testimony on page 
1039 of the transcript, page 14 of your prepared testimony. 
You there testify, at the end of the first paragraph, that 
amortization of intangibles has been undertaken and justi¬ 
fied on the theory that part of the cost of intangibles is ap¬ 
plicable to the operations of the period. 

Is that a fair statement of your testimony at that point? 

A. Yes, I believe that is the purport of the last sentence 
of that paragraph. 

Q. If the intangible is a so-called unlimited term in¬ 
tangible, then I take it it is your view that there has been 
no justification for the amortization since, as I un- 

1367 derstand your testimony, none of the investment is 
applicable to the operations of the period. Is that 

right? 

A. That would be true unless the regulatory authority— 
Of course, the question, I think, may deal, I am not sure 
whether I am talking about utilities or generally at this 
point but- 

Q. (Interposing:) At that point it was related to indus¬ 
trials, but then in your next question you related it to utili¬ 
ties as well. 

A. That is correct. 

#•••••• 
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The Witness: That is correct. However, it should • be 
borne in mind that the particular answer is a general answer 
and it is not specifically related to the utility industry. 

Q. Would you relate it to the utility industry, my question 
and your answer? 


1368 The Witness: Relating your question to a regu¬ 
lated utility industry would mean that the unlimited 

term intangibles had been determined to have a continuing 
and undiminishing value and had been allowed in the rate 
base without any allowance for amortization costs in the op¬ 
erations for the period. On the basis of those circuit- 
stances, amortization of intangibles in my opinion would be 
contrary to accepted accounting principles. 

As I testified this morning, there would be two alterna¬ 
tive methods of regulation. If the other method of regula¬ 
tion, namely, a diminishing rate base value with an allow¬ 
ance for the return of the investment as distinguished from 
a return on the investment were allowed, then I believe thjit 
the amortization would be appropriate and would be in ac¬ 
cordance with accepted accounting principles. 

• ##*#*# 

Q. Returning to your testimony on page 1039 of the 
transcript, page 14 of the prepared testimony, it is a fact, 
is it not, that the writing off of so-called unlimited term 
intangibles has not been grounded on the reason you shy 
has been the justification, namely, that part of the cost 
thereof is applicable to the operations for the period. 

A. That is correct, and my testimony uses the 

1369 wording, “Therefore, the only accounting justifica¬ 
tion—” The write-off of unlimited term intangibles 

in the industrial field I do not believe rests on accounting 
justification. 

Q. Yet it is stated to be in conformity with generally 
accepted principles of accounting; is that right? 

A. The different methods of course have been followed 
in practice and no one of them has been stated to be con¬ 
trary to generally accepted principles. 
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Q. You just said the write-off in the industrial field of 
so-called unlimited term intangibles does not rest on any- 
accounting justification, and I asked you whether or not it is 
a fact that the write-offs are certified to as in conformity 
with generally accepted principles of accounting? 

A. No qualification is made. 

Q. All right. 

A. The point I was trying to make by the choice of the 
wording in this particular answer is that accounting rea¬ 
sons have not been used to either force or justify the write¬ 
off of those unlimited term intangibles. 

Q. All right. Do you insist upon accounting reasons to 
justify the write-off or amortization of so-called unlimited 
term intangibles where a utility is concerned? 

A. There is a difference, of course, in the practice in the 
industry, the practice of writing off intangibles prior to the 
new uniform system of accounts had not developed 
1370 in the utility industry, and I believe the reasons for 
it are apparent from the differences in the character 
of the industry. Whether or not a write-off in a utility 
industry is or is not in accordance with generally accepted 
accounting principles, I think I testified this morning was 
dependent upon all of the facts, part of which are valuation 
matters and part of which may be rate-making matters. 

Q. None of them are accounting matters, are they? 

A. They could be accounting matters. 

Q. They don’t have to be? 

A. No, they don’t have to be. 

Q. So that whether or not it is in conformity with gener¬ 
ally accepted principles of accounting, even where a utility 
is concerned, is not dependent upon accounting matters. 
Is that right? 

A. I think it is dependent on both, really. You have got 
to know all the facts and all the circumstances and you have 
to have more than strictly accounting information some¬ 
times to determine whether it is or is not in accordance 
with accepted accounting practice. 

Q. In the industrial field you have told us that the justi¬ 
fication does not rest upon accounting matters. Is there a 
higher standard required for utilities which requires justi¬ 
fication resting on accounting matters? 
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A. I would not characterize it as a higher stand- 

1371 ard, Mr. Goldberg. I would say there are very!dif¬ 
fering economic conditions which have a much njiore 

important bearing in one case than in the other. 

Q. Inclusion in the rate base was one of the criteria |you 
set up. That is not dependent upon any principles of ac¬ 
counting, is it? 

A. Yes, it could be. 

Q. Not necessarily, however. 

A. No, not necessarily. 

Q. Therefore since it is not a rigid requirement that it be, 
that the inclusion in the rate base rest on principles of ac¬ 
counting, you cannot say that that criterion involves! ac¬ 
counting. It may or may not. 

Q. You have told us this afternoon that there is no| ac¬ 
counting justification for the write-off of unlimited term 
intangibles by industrial companies. Am I right so far? 

A. Yes. 

Q. Nevertheless, accountants have certified that such 
write-offs are in conformity with generally accented 

1372 principles of accounting. Is that right? 

A. To backtrack for a minute—We are talking 
about- 

Q. (Interposing:) Industrial for the moment. 

A. And we are talking about investments in unlimited 
term intangibles? 

Q. Yes; 

A. All-right. 

Q. I am still right so far, they have certified to the state¬ 
ment showing the write-offs as in conformity with gener¬ 
ally accepted principles of accounting. Is that right? 

A. They have not taken exception. 

Q. Now, with respect to utilities, I ask you whether!the 
justification is required to rest on accounting matters in!the 
face of your testimony that it need not rest on accounting 
matters for industrials. 

A. Give the same facts, Mr. Goldberg, that you have! in¬ 
vestment in unlimited term intangibles of continuing and 
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undiminished values, then I can answer you the same way, 
that there is no accounting justification for the write-off in 
the utilities. 

Q. Could you in the utility field nevertheless say that it 
is in conformity with generally accepted principles of ac¬ 
counting where the write-off in so-called unlimited term 
intangibles has taken place ? 

1373 A. I don’t believe you could where you have rate 
base determination as well as costs in support of 

the unlimited term intangible item. 

Q. In other words, you would go to matters that are other 
than accounting matters in determining whether you could 
make that certificate or not. Is that right? 

A. In the case that you have given me you are depart¬ 
ing from cost. In departing from cost I want to know 
whether you have an objective standard that you are taking 
me to. 

Q. But the objective standard that you are taking me to, 
I might say, Mr. Grady—I am not taking you—is not a 
standard involving generally accepted principles of ac¬ 
counting. Isn’t that so? 

• ##•••• 

The Witness: I was not aware I was taking you to 

1374 any particular spot. I thought the illustration given 
to me was a departure from cost to some other basis 

of carrying this investment. What I have attempted to 
testify to is that the adopted basis should be objectively and 
reasonably supported, and with some considerable economic 
significance in order to justify departure from costs. 

Where you have a rate base which fully supports cost, 
it is under those conditions that I say departure—because 
both of them are so significant—would be contrary to gen¬ 
erally accepted accounting practice. 

Q. When you go to investigate whether it is involved in 
a rate base, included in a rate base, that is so called un¬ 
limited term intangibles, you are not there dealing with 
a consideration of generally accepted principles of account¬ 
ing, are you? 

A. Not exactly. What you are doing is examining into 
and evaluating the alternative basis of carrying fixed 



assets to determine whether or not departure from cost is 
justified. 

Q. In the industrial field are you concerned with whether 
there is a determination of value or not? j 

A. No, there the practice has been varied and has riot 
been—the determinations of value at the time of write-off 
have not been customary. 

Q. Are you concerned with whether the value of tjhe 
asset continues in the industrial field? 

1375 A. No. 

Q. Are you concerned with whether the value |of 
the so-called unlimited term intangible is impaired in the 
industrial field? 


A. I believe that you are concerned with whether or i^ot 
an investment has been impaired to the extent of any 
serious loss in value. At that point the accountant worild 
have to question the retention of an item in the accounts. 
Certainly where value has definitely passed out of being, 
then it is time to eliminate the item from the permanerit 
investment. 


Q. Doesn’t paragraph 4 of accounting bulletin No. 24, 
which, incidentally, you quote in your testimony at pa£e 
13 of the prepared testimony and page 1037 of the trap- 
script, show that even in industrial accounting the value 
of the so-called unlimited term intangible is a matter bf 
concern? 


A. Paragraph 4 states: “Where an intangible may not 
continue to have value during the entire life of the enter¬ 
prise, it may amortize the cost of such intangible despijte 
the fact that there are no present indications of such liip- 
ited life which would require reclassification as type 
and despite the fact that expenditures are being made to 
maintain its value. In such cases, the cost may be amortized 
over a reasonable period of time by systematic charges in 
the income statement. The procedure should be fojr- 
1376 mally approved, preferably by action of the stock¬ 
holders, and the facts should be fully disclosed |n 
the financial statements. Such amortization is within the 


discretion of the corporation and is not to be regarded as 
obligatory.” j 

It seems to me that the description of the circumstances 
there varies from what I thought were the assumed fact's 
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you gave me; namely, that the investment in intangible 
elements were of continuing and not of a diminishing char¬ 
acter. 

Q. To determine whether they are continuing or dimin¬ 
ishing involves concern with the value, if I understand your 
testimony. Isn’t that so? 

A. Yes, I think that is necessarily so. 

Q. So that in considering what should be done in the light 
of the pronouncements contained in Accounting Bulletin 
No. 24 in industrial accounting as well as utility account¬ 
ing, it would be your opinion that you must concern your¬ 
self with the valuation of the asset. Is that right? 

A. You should be concerned with the valuation of the 
assets in deciding whether or not from an accounting stand¬ 
point there were justifications for write-down. 

Q. All right. Then- 

A. (Interposing:) I may have misunderstood your pre¬ 
vious question. I thought you were referring to a situation 
where value existed and still a write-off was indulged in, 
and that was the basis on which I answered the preceding 
question. 

1377 Q. And where that takes place you say the indus¬ 
trial write-off does not rest upon an accounting jus¬ 
tification. Is that right? 

A. That is correct. The industry practice, however, has 
been sufficiently numerous so that accounting practice must 
take note of it. 

Q. What I was getting to this afternoon, and what I 
am after now, is this: WTiy does the utility write-off have 
to rest upon accounting considerations? 

A. The reasons, Mr. Goldberg, involve all of the con¬ 
siderations which I have pointed out in answer to question 
No. 10 of my prepared testimony in developing the differ¬ 
ences or the factors which apply particularly in case of 
the utility industry. 

Q. They are not accounting considerations at all, are 
they? 

A. I think they are sufficiently a basic part of the eco¬ 
nomic structure of the utility industry that they become 
accounting considerations. 

Q. Have they become accounting considerations? 
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A. My belief that you cannot account for any industry 
without taking into consideration- 

Q. (Interposing:) The economics of the industry? 

A. (Continuing:) —the economic basis of the function 
of the industry. 

1378 Q. That applies to the industrials as well, then, 
does it not ? 

A. Yes. 

Q. Therefore we are right back to the question—why Ido 
you insist upon accounting justification for utilities wl(en 
you do not insist upon it for industrials ? 

A. The principal reason I would say is that the industrial 
is not dependent upon establishment of a rate base for its 
earnings. Therefore, the retention of the investment in 
assets of this character does not have the same econoniic 
significance as it would have in a regulated industry. 

Q. In other words, if it is included in a rate base it may 
be maintained in the accounts forever. Is that right ? 

A. So long as the item is perfectly supported from a 
cost standpoint and from a rate-making-value standpoint) I 
see no reason why it should be disturbed. 

Q. Then your answer to my question is “yes”. Is that 
right? 

A. Yes. 

Q. Is it your thought that in a regulated industry y6u 
do not have the pressures to write off intangibles which exijst 
in the industrial, highly competitive industries? 

A. I don’t believe the pressure exists in the other place, 
Mr. Goldberg. I think it has been more a matter of hap¬ 
penstance in which it has developed in commercial 

1379 enterprise. 

Q. What are the factors which gave rise to this 
practice in the industrial companies in writing off these 
so-called unlimited term intangibles? 

A. I am not sure I can name all of them. I can name <kt 
least a couple that I think are important. 

Q. All right. 

A. I think in some cases businessmen have felt that it w^s 
a conservative move, looking at it merely from a balance 
sheet viewpoint, to remove investment in intangibles. As 
a matter of fact, you don’t have to restrict that procedure 
to intangibles. In the banking field, it has become rather 
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customary to write off bank buildings which are tangibles, 
so that there, again, it is merely an industry practice which 
I believe may have been adopted because it displays what 
seems to be an element of conservatism which the manage¬ 
ment may wish the public to assign to the way they intend to 
go about things. On the other hand, I think there are other 
circumstances where intangibles have been written off for 
just the opposite reason, and that is where they are really 
of importance in the picture and the management has a very 
strong feeling that their value is greatly in excess of cost. I 
think there are many cases where write-offs have been in¬ 
dulged in because management was fearful someone read¬ 
ing their balance sheet would say, “Is that all our 

1380 intangibles are worth? What is supporting the 
market value of my stock?” Those two factors, I 

think, have been of importance in the industrial field. There 
may be others but at the moment those are the only ones I 
think of. 

Q. This second one that you have mentioned, apprehension 
that one reading the balance sheet may believe that the 
intangibles are not worth any more than shown on the bal¬ 
ance sheet, that is not helped very much by writing it down 
to a nominal value of $1.00, is it? 

A. Yes. I think where an asset is carried at a nominal 
value of $1.00, clearly, no one would say that is a valuation 
representation. 

1381 Q. Tell me this: When an industrial company 
writes off the intangibles even though the value is 

unimpaired, have they departed from the cost standards of 
accounting? 

A. Yes, they have. 

Q. As to that aspect there is no difference between writing 
off in the industrial field or in the utility field. In your 
opinion they both are departing from the cost standard of 
accounting. Is that right? 

A. That is right. 

Q. And the departure from the cost standard of account¬ 
ing does not require you to say that it is in conformity with 
generally accepted principles of accounting, does it ? 

A. Not in the industrial field. 

Q. But you say it does in the utility field ? 
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A. Yes. 

Q. And we are back again to rate base considerations. Is 
that right? 

A. That is right. 

Q. We are always back to what is happening to the amount 
in rate making. Right? 

A. Well, rate making or objective valuation proceedings. 
It doesn’t necessarily have to be rate making. 

Q. The two factors that you mentioned as reasons for 
the growth of the practice in the industrial field of writing 
off so-called unlimited term intangibles are equally 

1382 applicable to the utility field, are they not? 

A. I don’t believe so, Mr. Goldberg. 

Q. Well, the industrial field certainly doesn’t haye a 
lock on conservatism does it? Isn’t conservatism as good 
for utilities as for industrial companies? 

A. Well, I believe there are different consideration^ in¬ 
volved. If I take your money and invest it in a regulated 
industry, just from the standpoint of discharging my re¬ 
sponsibility to tell you what I have done with your fupds, 
I think I would be very hesitant to simply write them off as 
a matter of conservatism, particularly where it is generally 
recognized that for rate making purposes cost is usually a 
significant element to be considered. 

Q. Are you saying that conservatism in the utility field 
which may compel you to write off your intangibles might 
at the same time jeopardize your ability to secure inclusion 
of the amount shown in your balance sheet for intangible^ in 
a rate base? Isn’t that what you are saying? 

The Witness: Yes, and for that reason I would regard 
it as highly unconservative action from the standpoint of 
the stockholders’ equity, that the management has a re¬ 
sponsibility to protect. 

1383 Q. Non-conservative, you say, from that viewpoint 
but not necessarily in violation of generally accepted 

principles of accounting, Mr. Grady. Isn’t that so? 

• ••#••* 

The Witness: I have said before that writing off cannot 
be characterized as contrary to generally accepted account- 
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ing principles merely as a generality unless yon told me all 
of the facts. There are cases, and I tried to illustrate them 
to you, where one would be in accordance with accepted 
accounting practice and another would not. 

Q. How about this second factor that you mentioned as 
having given rise to the writing-off practice among in¬ 
dustrials? Do you say that has no applicability to the 
utility field ? 

A. Well, where you have a regulated industry someone 
else comes into being and tends to place a limit on earning 
power, and therefore you don’t have the same situation that 
you have in industrials where through development of in¬ 
dustrial processes, use of patented articles or otherwise, the 
enterprise can take on an economic value many times the 
economic value of the physical properties used in the 
1384 company’s business. I think the whole economic 
basis of the operations of the one type of business as 
against the other is entirely different. 

Q. You mean regulation limits the value of the so-called 
unlimited term intangible ? 

A. Yes. 

Q. It may put a ceiling on it and may also cut it down 
where it doesn’t exist. Is that the idea? 

A. Well, it may certainly put a ceiling on it. If I under¬ 
stood your question you said cut it down where it does not 
exist. 

Q. Let me put it to you this way on that aspect of it: 
Suppose it represents going concern value and the regu¬ 
latory commission does not include going concern value 
in its rate making process. Under those circumstances it 
would cut down the so-called unlimited term intangible to 
the point where it is no longer there. Right? 

A. If regulation has excluded it for all time, and that 
has been supported by the courts, I think you would have 
that situation. 

Q. You say has excluded it for all time, but when it had 
been included in the rate base and I asked you whether pro¬ 
vision should be made against the time when it might dis¬ 
appear by reason of the regulatory process, you testified, 
did you not, that that is something to worry about in 


1385 the future ? All you concern yourself with is the pres¬ 
ent. Isn’t that so? 

A. That is so. 

Q. But now you want to look to the future to retain it 
in your accounts and not write it off. Isn’t that so? 

A. My reference to the future simply goes to the question 
of whether or not the utility in your instance has exhausted 
its legal remedies. If it has done so, then I think that the 
losses occurred. 

Q. And should be written off ? 

A. That certainly would be my recommendation. 

Q. Referring to page 14 of your prepared testimony which 
appears on page 1040 of the transcript, referring to tliat 
paragraph where you say in part “If it is the policy of an 
industrial enterprise to force an early realization, and 
so forth,” has the United States Steel Company cheapened 
its products, services, or discontinued advertising and 
other appropriate maintenance expenditures? 

The Witness: I know nothing about the affairs of United 
States Steel Corporation myself, Mr. Goldberg, 

1386 except merely reading the stockholders’ report, 'so 
I don’t think I can really answer that question. ! I 

have no knowledge that they have. 

Mr. Goldberg: You know they charged off $750,000,000 
of intangibles, don’t you? 

• •••••• 

Q. Is it your intention to say by your testimony, the testi¬ 
mony to which I have referred, that the writing off of in¬ 
tangibles hv industrial companies has taken place because 
the industrial companies have forced an early realization 
of the goodwill or other intangibles purchased by methods 
such as cheapening the products or services or discontinuing 
advertising and other appropriate maintenance expendi¬ 
tures? 

• •••*•• 

The Witness: It is certainly not my intention to say that 
that has happened with every industrial which has written 
off its goodwill or other intangibles. It may have hap¬ 
pened in some cases. 
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Q. In how many cases has it happened that you 
know of? 


1387 The Witness: Well, I would have to go into quite 
a study, Mr. Goldberg, to tally the number of cases 

that I know of. I know of some cases where it has hap¬ 
pened, where the intangible investments became term in¬ 
tangibles as distinguished from unlimited term intangibles, 
and therefore properly should have been written off from 
an accounting viewpoint. 

Q. Are you familiar with the accounting survey of 525 
corporate reports, July 1946 to June 1947, published 

1388 by the American Institute of Accountants in 1948 ? 

A. Yes, I am familiar with that. 

Q. I direct your attention to page 37. That indicates, 
does it not, an analysis of the treatment of intangibles in 
544 reports? 

A. Table adds up to- 

Q. (Interposing:) Eight here, Mr. Grady. 

A. Yes, some reports contain more than one item it 
states. 

Q. And it shows that of the 544 only 19 did not show the 
intangibles being amortized. Is that right ? 

A. You wish me to read the whole table? 

Q. If you feel you should read the whole table into the 
record in making the answer to the question you may do so. 
I didn’t think it was necessary. 

A. I think it perhaps gives a fair presentation of the 
item they are dealing with. 

Q. I will be glad to have you do so. 

A. All of this appears under heading “Intangibles, How 
Amortized.” 

It states: “Only in rare instances was the amortization 
policy stated, although in reports which were presented in 
comparative form the net change in the asset was evident, 
this often being the only indication of amortization policy.” 

Then there is a table with numbers appearing before it. 
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1389 It goes on: “396 cases, no intangibles shown or 
intangibles shown at nominal valuation with no 

indication of previous amortization policy. 

“69, not stated—either not being amortized or chajrge 
buried in the income statement. 

“40, charge in the income statement shown separately. 
“20, charged to surplus (16 to earned surplus, 4 to capi¬ 
tal surplus). 

“19, not being amortized, total 544 (some reports con¬ 
tained more than one item).” 

Q. That indicates that an extremely large segmentj of 
the 544 companies’ reports studied are writing off the intan¬ 
gibles, doesn’t it? 

A. Well, it indicates that 396 of the 544 cases show! no 
intangibles and therefore I think it is to be assumed that 
they never had any or that they have written them off.; 

Q. You do not intend us to understand by your testi¬ 
mony at page 14 of your prepared testimony and transcript 
1040 of the record that the writing off has taken place as a 
result of a policy to force an early realization of those 
intangibles by methods such as cheapening the products 
or services, or discontinuing advertising and other appro¬ 
priate maintenance expenditures? 

A. I intend this to mean, Mr. Goldberg, that for intan¬ 
gibles of an unlimited term that may be fully main- 

1390 tained there is no accounting justification for wait¬ 
ing them off to costs unless they are in fact not being 

maintained, and therefore the operations are being under¬ 
stated by not including therein certain of the elements;of 
value which are being dissipated. 


Q. You know that a large segment of the industry! is 
writing off the so-called unlimited term intangibles? 

A. Yes, and I have testified before that that representjed 
policies which in my opinion were by and large not basted 
on accounting considerations. 

Q. Are you saying that they are doing so because they 
are forcing an early realization of those intangibles by the 
practices you describe at page 1040 of your testimony? 

A. No, I do not say that all of the companies that halve 


written off intangibles did so for this reason. 


I think 


lin 
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most cases they maintain and increase their intangibles. 

Q. And still write them off ? 

A. And have written them off for the other reasons 
which I previously testified to. 

Q. At page 14 of your prepared testimony, down there 
at the bottom, which appears in the record at page 1040, 
you make some statement about a claim that is being ad¬ 
vanced, or which is advanced, by advocates of amortization 
of all intangibles. Who are these advocates to whom you 
refer? 

A. I believe I have heard some such claim as that 

1391 emanating from the staff of this Commission and 
from the staff of the Securities and Exchange Com¬ 
mission. 

Q. You heard the staff of this Commission say that even 
though the so-called unlimited term intangible is fully main¬ 
tained by current expenditures that capital expenditure is 
depleted and should be charged off? 

A. That was my understanding of the purport of what 
they were saying. 

Q. Do you recall that in any particular decisions ? 

A. I am not attributing that particular wording to them. 

Q. Do you find that in any Commission decisions you have 
studied? 

A. No, I have not seen it in any Commission’s deci¬ 
sions. 

1392 Q. Are we to conclude from your testimony on 
page 15 of your prepared testimony which now 

appears on pages 1040 and 1041 of the transcript that even 
though the original intangible has disappeared its cost 
is nevertheless to be retained on the books ? 

A. Yes, I say that this would be true even though it 
might be demonstrated in an unusual case that the original 
intangibles had ceased to exist and had been replaced by 
new values attributable to the subsequent expenditures 
which were charged to costs of operations. 

Q. You say when a new intangible has arisen and re¬ 
placed the one which has disappeared, even though the 
original one has disappeared, the investment associated 
with it is to be retained on the books. Is that right? 
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A. Yes, that might be true under some circumstances. I 
do not say it is always true. 

Q. That brings us to the next question which always 
arises when an answer like that is made: When is it true 
and when isn’t it true? 

A. You will have to supply the circumstances. 

Q. I am afraid this time I cannot. I will have to ask 
you since it is your answer, under what circumstances is 
it true and under what circumstances is it not true ? 

A. I said it was true, so let me give the circumstances 
under which it was true. My statement to the con- 

1393 trary was simply that I think any generality you 
might find exceptions to, and therefore I am not 

putting myself in a position of saying you cannot cite 
something to me where I might agree that the opposite Con¬ 
clusion would apply to those particular circumstances. 

Let us suppose, let us take, a drug business, for example, 
making different lines of proprietary drugs where the 
intangibles are of permanent value, somewhat dependent 
on advertising and other promotional activities. It seems 
to me in that case you might have products come and go 
due to changing fashions. Yet you would have the oveirall 
intangible values arising out of advertising and general 
performance of manufacturing drugs of high quality where 
there would be maybe not the same products but certainly 
permanent values attributable to products now being manu¬ 
factured under such conditions that I do not think it wquld 
be necessary to write off those elements of intangibles eyen 
though you might demonstrate that all the products they 
had at the earlier time are no longer part of their business. 

Q. Isn’t that tantamount to saying that whenever thpre 
are intangibles, so-called unlimited term, even though they 
are not the intangibles paid for in the acquisition they gre 
to be retained on the books and not written off? 

I 

The Witness: That is true in the type of case |we 

1394 are talking about. 

I 

Q. You cannot think of any type of case where it would 
not be true, can you ? 

A. Let us see. My thinking is perhaps getting a litjtle 
wearied. 
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The Witness: I am having some difficulty because I think 
even the case we are dealing with is an unusual case, and 
I so specified in here. I think normally the company would 
have remained in the same general type of business and the 
business acquired would still be so much a part of its opera¬ 
tions that the question would not arise. This wording in 
my answer was put in to carry it to an extreme type of 
position. 

Q. In your testimony you referred to the case as unus¬ 
ual simply because you believed that the intangibles of so- 
called unlimited term are just that and do not disappear. 
Isn’t that so? 

A. I think generally speaking that that is so. You 
start out in the first place talking about commercial enter¬ 
prises here. If you start out on the basis that they have 
a definite cost of unlimited term intangibles and that 
1395 that cost is being fully maintained by current ex¬ 
penditures of whatever nature it takes to maintain 
it, so there is no diminution in value, I see no justification 
from an accounting viewpoint to say that the investment 
should be written off. 

Q. You are saying that under those circumstances, you 
do not believe the original intangible has ceased to exist. 
Is that right? 

A. Even if it has, I do not think it is of particular sig¬ 
nificance. 

Q. And where you say even if it has disappeared, in all 
probability there is a new intangible which has replaced 
it and the amount nevertheless should be retained on the 
books. Is that right? 

A. In commercial enterprises, Mr. Goldberg, I think there 
is a fusion there of the intangible values which exist at 
acquisition with those subsequently created to the point 
where you cannot bring about very much of an identifica¬ 
tion. 

Q. If the original intangible has in fact disappeared 
and a new one has replaced it, retention of the investment 
associated with the original intangible is tantamount to 
capitalizing the new intangible, is it not? 

A. My purpose in putting the answer in this mann er 
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was to demonstrate that having capitalized an investment 
and having charged to expenses the cost of fully maintain¬ 
ing it at that point, you cannot say that the old cost 
1396 ought to be charged off along with the new cost! of 
maintaining it. If you go into that process of Rea¬ 
soning simply because the old investment as such may hkve 
passed out of being, then I think that following cost ac¬ 
counting principles you would have to, by the same token, 
permit the capitalization of some portion of your advertis¬ 
ing or other expenses which are working into a building up 
of the investment of continuing permanent value of ttais 
character. 

Q. So you say that rather than do that, keep the old 
investment on the books. Is that right ? 

A. That is what is- 

Q. Interposing:) Which is the equivalent of capitalizing 
the new intangible. Isn’t that so? ; 

A. To that extent, yes. 

Q. This new intangible you have just said may hajve 
arisen in connection with expenditures which were made 
by the corporation and charged to operating expensjes. 
Right? 

A. That is right. j 

Q. In other words, the customer helped to create that, 
did he not? 

A. The funds you got from the customer for whatever 
you sold him. 

Q. You needed the customer to get the funds. 


1397 The Witness: You need a customer to stay in busi¬ 
ness. 

Q. Since the customer has paid the expenses through tke 
funds he has supplied in purchasing the goods, or the serv¬ 
ices, capitalization of those expenditures would place that 
expenditure upon the customer a second time, would it nqt, 
simply because you believe in a utility industry the customer 
pays for service? 

A. You are changing the industries on me, Mr. Goldberg. 
You have been talking about commercials. 
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Q. Let us get into the utility field now, then. You in¬ 
tend your statement about capitalization, retaining on the 
books the old intangible amount even though it has disap¬ 
peared to utilities, do you not? 


The Witness: It would have to be demonstrated— 

1398 before I can answer the question—that the intangibles 
of the character which are represented in a utility 

acquisition could change. 

Q. All right, Mr. Grady. 

At page 15 your answer was related to industrials, but 
then when you got over to question No. 10 on page 

1399 17 you were asked, “Would your answer relating to 
the subsequent accounting treatment of intangible 

assets be changed if it is assumed you are dealing with an 
electric utility?” 

You said, “My previous answer relating to accounting for 
intangible property costs would not be changed if applied 
to electric utility.” 

Now I am asking you if you intend that testimony about 
retaining the investment on the books, even when the in¬ 
tangible had disappeared, simply because it has been re¬ 
placed by a new intangible, to apply to the electric utility 
field, because if you do I have some more questions for you. 
If you don’t, I haven’t. 

A. I had not carried my own thinking, Mr. Goldberg, to 
the point of seeing that the character of intangibles in a 
utility acquisition would be changed in terms that we were 
talking about in reference to industrials. The principle is 
simply that the intangibles of a permanent nature should 
be dealt with as I indicated generally, but the wording in 
the other case carried it on out to answer the point in case 
you were interested, or anyone was interested, in the general 
commercial field. 

Q. That does not tell me whether you intend your testi¬ 
mony on transcript 1040 and 1041, which is on page 15 of 
your prepared testimony, to apply to the electric utility field 
as well. Does it apply to the electric utility field as 

1400 well? 

A. I cannot think of a case where the intangibles 
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acquired by a utility would be eliminated and would then be 
replaced by other intangible values. To that extent I think 
the unusual case that I was talking about in the answer to 
the general question was related to commercial enterprise 
and not utility. 

Q. In the utility field when they are gone, they are gone. 
Is that right? They are not replaced by another intangible. 

A. I think that would be apt to be the case. 

Q. Let’s go over to page 15 of your prepared testimony 
which appears at the bottom of transcript 1041 and thg top 
of transcript 1042. You there again make reference to a 
claim regarding the cost of intangibles. I would like to 
have you identify for us who the claimants are. 

A. I had thought that that view was held by some ihem- 
bers of the- 

Q. (Interposing:) Staff? 

A. (Continuing:) -staff of the Federal Power Com¬ 

mission, possibly some other regulatory commission. 1 

Q. You are not able to point to any commission decisions 
which say that, are you? 

A. No. | 

Q. You say so-called unlimited term intangibles has 
1401 nothing to do with the specific units of physical plant. 

Are they related to the physical plant as a whole ^ 

A. I don’t believe they are related to the physical plant. 

Q. Then let me ask you this: Do you think there caiji be 
a sale of the physical property as a whole without a 
of the intangibles? 

A. Not if the business certainly goes along with the physi¬ 
cal plant. 

Q. In other words, if there were a sale simply of the 
physical plant alone, the intangibles could not continue in 
existence separate and apart from the physical plant. 

A. Are we talking about utility industry, mav I ask? 

Q. Yes. ' I 

A. I don’t think you could sell physical properties, coiuld 
you, without selling the business? | 

Q. In the light of that last statement you just made, I 
would imagine you would agree with me that the intangibles, 
though they may not be related to specific units of physical 
plant, are related to the physical plant as a whole? 
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A. Tying it into the physical aspect is what bothers me. 
I think they are related really to the enterprise and to the 
business aspects of it rather than to earning power prospects 
which establish the whole value of both the tangibles 

1402 and intangibles. 

Q. But you don’t have any earning power prospects 
unless you have the physical plant. Isn’t that so? 

A. Obviously you have to have both. 

Q. What I am getting at is this: There really is this 
fusion of the intangible with the physical plant, isn’t there? 

A. A physical property is necessary to the conduct of the 
utility business, Mr. Goldberg. 

Q. It is necessary to these prospective earnings ? 

A. Yes. 

Q. So that the intangibles are related to the physical plant 
as a whole ? 

A. They are related in that you cannot have a utility 
business without having physical assets, but the relationship 
is not such that you should translate part of the intangible 
as the cost of physical property units. That is the point 
I tried to establish in my testimony. 

Q. Are you saying that the earnings prospects can have 
existence separate and apart from physical plant? 

A. Yes, I think so, if you carry an assumption to that 
extreme position. Assume you have a territory, a market 
to be served, and that sort of thing, and for some extreme 
reason someone else sells the property and clears it out. 
I think you have an earning power of the whole market situa¬ 
tion there to be served which would necessarily have to be 
supplied by getting other physical property. 

1403 Q. Under those circumstances it would appear, 
would it not, that the intangibles you are talking about 

really represent franchise value. 

A. No, I don’t think it is franchise value. 

Q. What are they? You have only got the territory. You 
do not have the physical property. What have you got in 
the way of intangibles if it is not franchise value? 

A. I think the whole illustration that you gave me is so 
far fetched that it sort of goes beyond the bounds of rea¬ 
son. 
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Q. I didn’t give you that illustration. That was your Illus¬ 
tration of an example where you would have the intangibles 
separate and apart from the physical plant. Now if] you 
feel that that one is far-fetched I would like to have you 
give us a more reasonable one where the intangibles can 
exist separate and apart from physical plant as a whole. 


1404 The Witness: I have said you obviously havje to 
have physical plant in order to render a utility Serv¬ 
ice, so I do not think there is any need to go further. 

• * * > * • • I 

Q. The company is sold at an excess over original cost 
representing capitalization of earning power. As the art 
improved the horse cars were replaced by cable cars. Then 
by single truck-type of electric cars, and then by more mod¬ 
ern electric cars, and, finally, by buses. j 

Do I correctly understand your viewpoint that so long 
as the earning power remains the intangibles associated 
with the horse cars remains unamortized? 

I 

* * • * • • • | 

1405 The Witness: As I understand the question you 
have a utility rendering a transportation service, 

that has incurred certain unlimited term intangible co^ts. 
There is no doubt about the costs, they are bona fide. Tl|ey 
have been determined to be of continuing current value,!at 
least equal to the cost. In that case I can see no justification 
from an accounting standpoint for the write-off of the in¬ 
tangible investment. 

Q. In other words, you are saying if there is! a 

1406 determination that the value of the tangible and in¬ 
tangible property of that bus company is at least equjal 

to the tangible and intangible assets reflected on the books, 
incurred when it was a horse car company, that there |is 
no accounting justification for the write-off of those intan¬ 
gibles. Is that right? | 

A. Assuming, Mr. Goldberg, as you would have to that 
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all the intervening changes in property investment had been 
properly taken care of- 

Q. (Interposing:) What does that mean? 

A. Well, I mean in the retirement of the physical prop¬ 
erties which have gone ont of service. 

Q. Intangibles never were touched. Bear that in mind. 

A. That is right. Dealing solely with the intangibles at 
this point, the intangibles which are still good costs and 
still fully supported by value in relation to this type of 
utility service, I can see no justification for the writing off 
of the asset. 

Q. In other words, fully supported by the value of the 
bus company? 

A. That is correct, if it is a continuing enterprise. 

Q. Yes, and your write-off would not be in conformity with 
generally accepted principles of accounting. Is that right? 

A. That is my view. 


Q. Mr. Grady, at the close of the afternoon session 

1408 we were discussing amortization of intangibles asso¬ 
ciated with a horse car company that had gone from 

horse cars to electric cars to buses. 

I would like to ask you whether the intangibles, in your 
opinion, associated with the horse cars—that is, the original 
acquisition—continued in existence throughout the period 
of transition from one type of car to another, or whether, 
during such improvements in the art, the old intangibles 
disappeared and were replaced by new ones. 

A. On the assumptions that you gave me, Mr. Goldberg, 
it was stated that intangibles paid for were legitimate costs 
at the time they were purchased. It was stated at the pres¬ 
ent time with reference to the present type of operations in 
a transportation system the values were unimpaired. On 
that basis I stated that since cost was present and identifi¬ 
able in the sense it was fully supported from a value 

1409 standpoint, I saw no justification for writing off the 
investment. 

• •••••• 
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The Witness: Based upon the facts you have given me, I 
could only assume that they had continued. 

Q. Does that mean you conclude that the same intangibles 
persisted, and there was no going out of one intangible and 
replacement with another as the art was improving? 

A. There is nothing in the facts you have given me that 
would permit me to reach that conclusion. 

Q. When you keep talking about the value of the assets 
not having been impaired, you based that upon a determina¬ 
tion of value when you reflect an amount at least equal— 
which reflects an amount at least equal to the tangible hnd 
intangible assets recorded on the books. Is that right? 

A. Yes, in the determination of whether or not value 
fully supported investment costs, you necessarily would 
value all items both tangible and intangible. 

1410 Q. But that valuation would not necessarily bej in 
fact hardly ever is, if I understand your testimony, 
a valuation of the intangible itself, or the various clashes 
of intangibles that may be involved, or even an identification 
of the intangibles and an association of them with the deter¬ 
mination of value. Isn’t that so? 

A. Well, I have testified in my direct testimony to the 
effect that it is customary to allocate the total cost fifst 
to current assets, and then to tangible properties, largely fol¬ 
lowing the line of perhaps least resistance. 

Q. And it was because of that testimony that I say ydur 
frequent references to a valuation showing non-impairment 
of the amount reflected on the books does not mean that there 
has actually been an identification of the intangibles in¬ 
volved, and a valuation of those separate intangibles. Ish’t 
that so? 

A. That is so, I think in relation to general acquisitions 
in practice. 

Q. So that when the valuation has been made, it does njot 
follow from that valuation at all that the intangibles—fpr 
example, in the hypothesis I gave you, the intangibles asso¬ 
ciated with the horse car—were the intangibles whose value 
you had determined in the subsequent instance when tfie 
company had finally turned to buses. Isn’t that so? i 

A. Well, that would have to be determined, Mr. Goldberg, 
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by whoever was doing the evaluating at the two re- 

1411 spective dates. 

In the facts that you gave me, I am unable to make 
such a determination. 

Q. Let me put it this way: Unless there had been a valua¬ 
tion related to the separate intangibles involved, and an at¬ 
tempt to identify those intangibles, you could not say on the 
basis of the ordinary valuations you have spoken of that 
there has been continued existence of the intangibles ac¬ 
quired in the acquisition—in the hypothesis I have given 
you, the horse car intangibles. Isn’t that correct? 

A. Well, in giving me that example, certainly you would 
have to tell me what intangibles were present in the first 
instance, and how they were dealt with, and you would like¬ 
wise have to tell me what intangibles were present in the 
second instance and what they represented. 

Now, you were dealing with a regulated industry, and 
you stated that the intangibles were of unlimited duration, 
both at the time they were acquired and at a later time. 

From those assumptions, I would be rather hard pressed 
to think how they might change very completely in charac¬ 
ter. Now, I would not know. The fellow that made the 
valuation at the earlier date and at the later date would 
have to tell me that. 

Q. Well, I have distinct feeling we are together on this. 
I think if I put it this way, the record will show our agree¬ 
ment. 

In the ordinary valuation, the tangibles are assigned 
values and the remainder is usually presumed to re- 

1412 late to the so-called unlimited term intangibles. Now, 
then, unless there has been an identification of the 

intangibles involved in the situation and an attempt to take 
this remainder and relate it to those intangibles which have 
been identified, you cannot say that the valuation associated 
with the intangibles that the intangibles originally acquired 
have continued in existence to the present date. Isn’t that 
a fair statement? 

A. Well, the intangibles of a permanent character—and 
I use permanent meaning an unlimited term—in a utility 
industry, transportation, such as your example, I think 
would always be characterized as organization costs, inte- 


735 


gration costs, or going concern costs which I have indicated 
before are fairly closely associated; and I should think that 
at your later date I would have trouble thinking of a situa¬ 
tion where you would not be dealing with those same kinds 
of elements. 

Q. They may be the same kind of element, but they may 
not be the same going concern costs that were involved in 
the acquisition when you purchased the horse car company, 
and that are involved at the time you are engaged in bus 
operations. Isn’t that correct? 

A. Well, if they were the type of costs in the beginning 
that I had named, and if at the later date they Were 
1413 the same type of values, then I don’t believe there 
is any reason from an accounting viewpoint to dis¬ 
turb the investment. 

Q. But you are not saying they are the same going-con¬ 
cern costs? 

A. Well, it is the integration costs and value still of the 
same enterprise, the same transportation enterprise. The 
character of the service is changed. They have merely kept 
up to date with it. I don’t think that changes the general 
nature of the enterprise. 

Q. You are saying this, aren’t you, that you have going- 
concern value in the horse car company that is efficient hnd 
earning a profit or has reasonable expectations of a profit 
as you have going-concern value with a bus company that is 
efficient and has earnings, profits, or reasonable expectation 
of profits. Is that right ? j 

A. That is right. 

Q. But they may not be the same going-concern value? 

• • • • • • • | 

Q. Perhaps another illustration will be the best 
1415 thing. 

Now, let us assume the existence of a horse car com¬ 
pany and the sale of that company at an excess over original 
cost representing capitalization of earning power. 

Let us assume further that eventually the company gdes 
from horse cars to electric railways, and after a while it goes 
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from that into the generation of electric energy, and be¬ 
comes an electric utility. 

Now, then, in such circumstances would you say that the 
intangibles associated in the acquisition of the horse car 
company have remained in existence throughout that period 
of transition from horse cars to electric railways, to the 
electric utility business! 

A. Where you go from one type of utility service to an 
entirely different type of utility service, I think there 

1416 would certainly be considerable doubt as to whether 
an intangible that was clearly applicable to the trans¬ 
portation phase of the business, could be identified with elec¬ 
tric operations at a later date, and therefore I distinguish 
your second example from the first because I don’t believe 
you have changed the character of the utility service where 
you are staying still within the transportation field. 

Q. Now, then, in the illustration we are now dealing with, 
there could be going-concern value associated with each 
type of service involved; right ? 

A. That is right. 

Q. In other words, the mere fact that you had this same 
type of intangible existing in each of the situations would 
not indicate that the intangibles have continued in existence 
throughout the transitions. Isn’t that so? 

A. No, the question of what investment in intangibles of 
this unlimited character that we have in the electric business 
would depend upon identification of acquisitions in the elec¬ 
tric business. 

Q. Now, then, with respect to the illustration where you 
say you had a transportation service the entire time, under 
those circumstances it is your view that the going-concern 
value intangible remains without change throughout the pe¬ 
riod when the transportation company is changing 

1417 from one type of a car to another. Is that right? 


The Witness: On the basis of the assumptions 
1418 given me, I don’t believe a change in type of equip¬ 
ment has anything to do with it, and therefore with 
that explanation, I agree with you. 
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Q. As long as it is the same type of service, it is the same 
intangibles. Is that your view of it? 

• *•**•• 


The Witness: Well, I stated in an earlier question, 

1419 Mr. Goldberg, the three types of intangibles that I 
could think of in that kind of situation, and I said I 

thought those would still be the same types that you wo|uld 
be dealing with. Now, if they are not, I mean, you ivill 
have to tell me. I cannot tell you. 

Q. Aren’t those the same types you would be dealing vfith 
in the other illustration I gave you where you went fiiom 
one type of service to another? 

A. Except that you changed business entirely, and there¬ 
fore we were talking about a separate enterprise. 

1420 Q. Suppose the original company in its charter had 
the powers to go from one type of business to another. 

Would that be a separate enterprise? 

A. Yes, I believe so. 

Q. Then it is not the right of the corporation to exist 
as a corporation indefinitely that you look to; it is the type 
of service? 

A. A corporation may carry on two lines of activity.; I 
am merely distinguishing between the major activities. 

Q. Will you turn to page 16 of your prepared testimony, 
please, which appears on page 1041 of the transcript? 

Referring to so-called unlimited term intangible invest¬ 
ment costs, you testified: 

i 

“Such intangible costs are clearly related to the total 
economic value of the enterprise, which means its abil¬ 
ity and expectancy under normal conditions to produce 
more than a minimum return on the cost of the hare 
bones on physical plant and working capital.” 

What do you there mean by “minimum return”? 

A. Well, the minimum allowed return or reasonable Ire- 
turn. 

1421 Q. Do you use it as synonymous with the fair 
rate of return? 

A. Yes. I don’t believe I would distinguish it. 
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Q. Do you have in mind earnings somewhat more than the 
fair rate of return! 


Q. I think we had a question pending as to whether 
by minimum return you also had in mind earnings in 
excess of a fair return. 

A. Well, it seems to me rather obvious that the 

1422 statement “minimum return on the cost of the bare 
hones of physical plant and working capital” could 

not include something in excess of a reasonable return. 

Q. Now, how would you determine when the loss of an in¬ 
tangible occurs when the fair rate of return is not earned? 

A. I don’t believe it occurs that instantaneously, Mr. Gold¬ 
berg. 

Q. I did not mean to imply it happens at that particular 
moment. It may have been occurring all along and may 
have resulted in the company not earning the fair rate of 
return; I appreciate that. 

A. Well, it depends more, I think, on whether the inabil¬ 
ity to earn the fair return, in so far as it may be judged, is 
permanent rather than temporary. 

Q. In other words, the mere fact that for six or seven 
years, shall we say, the company has failed to earn the fair 
rate of return does not indicate to you that the so-called un¬ 
limited term intangibles had diminished or disappeared? 

A. Not necessarily. Conceivably you could be in the 
throes of a very bad depression where no one could earn 
a fair return on investment. 

Q. Then the so-called unlimited term intangilles do not 
depend upon the ability of the company to earn more 

1423 than a minimum return. Is that correct? 

A. They do not depend upon any temporary con¬ 
dition of that effect. I believe it is related more to earn¬ 
ing prospects. 

Q. Well, you have related such intangible costs to the 
company’s ability to earn more than a minimum return, 
haven’t you? 

A. Well, more than a minimum return on the bare bones 
of physical plant and working capital. 

Q. Yes. 
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A. Yes. 

Q. Now, if the company isn’t earning more than a mini¬ 
mum return on the bare bones of physical plant and work¬ 
ing capital, are those intangibles still in existence? 

A. Well, that is the point where I said it depends on 
whether that condition is temporary or permanent. 

Q. If it is permanent- 

A. It has been determined that it would not be allowed 
to earn at any time in the future any more than that, tjien 
I think the value and investment costs relating to unlimited 
term intangibles has been lost. 

Q. Those are the only conditions under which you would 
consider they have been lost, when the failure to earn more 
than a minimum return on the cost of the bare bones on 
physical plant and working capital would continue in the 
future? 


A. That is correct. 

1424 Q. But if it is only a matter of continuance of such 
conditions for, let us say, six years, or even ten years, 
you would not consider that there had been any loss of thjose 
intangibles during those six to ten years. Is that right:? 

A. That is right. I think so long as the future expectancy 
of being able to return to the more reasonable plateau, that 
the condition would be temporary and need not be recognised 
from an accounting standpoint. 

Q. Now, I thought I was mistaken about your havjing 
testified on direct that the intangibles are associated with 
the company’s ability to earn more than a fair rate of return, 
but I don’t think I am, and I want to call your attentio4 to 
the fact that you have defined minimum return as synony¬ 
mous with fair rate of return, and you there talk about con¬ 
tinuance of the intangibles in relation to the company’s 
ability to earn more than a fair rate of return. Isn’t that 
so? 

A. No, it is not so. I will ask you to read the rest of that 
sentence. 

Q. Well, more than a minimum return on the cost of the 
bare bones on physical plant and working capital is the same 
as saying, as I understand your testimony, more than a flair 
rate of return on the cost of the bare bones on physical 
plant and working capital. Right? 
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A. That is right, if that is all an enterprise can earn 
or is allowed to earn, then I am perfectly willing to 

1425 say that there are no unlimited term intangible ele¬ 
ments of value there. Where that condition has been 

definitely determined, I would recommend that any such ele¬ 
ments of cost be dealt with. 

Q. Aren’t you testifying at transcript 1041 that you have 
so-called unlimited term intangibles only when the company 
is able to earn more than a fair rate of return on the costs 
of the bare bones on physical plant and working capital? 

A. Yes. 

Q. But if it is earning only a fair rate of return on the 
cost of the bare bones on physical plant and working capi¬ 
tal, then you would not say there is continued existence of 
the so-called unlimited term intangibles. Isn’t that so? 

A. Not if that condition is permanent, no. 

Q. In other words, more than a fair rate of return there 
referred to we may analogize to superior earning power? 

A. No, I don’t think so. 

Q. Assuming that a company pays dividends out of capi¬ 
tal, would that factor indicate to you that the so-called 
unlimited term intangibles are no longer in existence? 

A. No, that wouldn’t indicate any such thing to me. 

Q. There again you would have to have a permanent 
rather than a temporary condition? 

A. Well, a permanent or temporary condition of what— 
payment of dividends out of capital? 

Q. Out of capital, yes. 

1426 A. Obviously, if you continue it too long, you won’t 
have any capital; hut I don’t see that it has anything 

to do with the earnings. You could pay dividends out of 
capital even though you had very great earnings, I mean 
more than a reasonable return on the rate base. 

Q. Well, assuming that a utility company formed as a 
result of the purchase of isolated systems at an excess over 
original cost, has arrears on its preferred stock for seven 
years, and has paid no common stock dividends during that 
time; assuming further that the rate of return in 1933, which 
was in the period when there were arrears and no dividends 
on common, the rate of return was 4.18 per cent, did the 
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company suffer a loss of the intangibles acquired in the pur¬ 
chase of the isolated systems? 

A. Well, Mr. Goldberg, I could not tell you from those 
facts whether they did or didn’t; and, as a matter of fact, 
I might not he able to tell you anyway, because that |runs 
to a question of valuation which I doubt if you can deter¬ 
mine from an accounting viewpoint. 

Q. At page 16 you again refer to a claim which you say 
is made by certain advocates of amortization upon unlimited 
term intangibles, and that appears at the bottom of trans¬ 
cript 1041 and the top of transcript 1042. 

Will you please identify for us the advocates of the claim 
there outlined by you? 

1427 A. Well, that particular line of argument I believe 
I have heard more often emanating from the staff of 
the Securities and Exchange Commission. I am not Cure 
whether your staff hold the same views or not. 

Q. At least you have never seen it in any official pro¬ 
nouncements of the Federal Power Commission, have you? 

A. No, I have never seen this particularly. 

Q. Is land considered non-depreciable because of the Con¬ 
tinuity of the enterprise? 

A. Well, I am not sure, Mr. Goldberg, whether that enters 
into it or not. It very well could. 

On the other hand, I think more simply it is based on! the 
proposition that real estate is expected to be with us—land, 
at least, is expected to be with us for some time to come, 
so it would be my view that that had the greater weight in 
determining its non-depreciability. 

Q. In other words, land is usually classified as non-depre¬ 
ciable because it is considered that its salvage value is equal 
to cost? 

A. Yes, which may not be supportable. 

Q. Is it better to have a higher 
vestment to annual income, or is 
able? 


1428 The Witness: Is your 
Goldberg, to one industry, 

1429 one industry as compared 


relationship of capital in- 
a lower ratio more desir- 


question restricted, ilr. 
or are you talking about 
with another? 
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Q. Well, let me ask you whether at page 17 you were 
there restricting yourself to the electric industry or to 
utilities generally? That is on page 1043 of the transcript. 

A. Well, I was speaking about utilities generally, and 
in point No. 2 I say, “Especially electric”; but the point of 
my query was that I was not sure you were remaining in 
the utility field. 

Q. Yes, yes, I intend to remain in the utility field. Would 
you like to have the question now? I can restate it at this 
point: 

Is it better to have a higher relationship of capital 
investment to annual income, or is a lower relationship 
more desirable ? 

A. Well, in any utility industry it is obviously desirable 
to keep the invested capital at a minimum consistent with 
the requirements of providing adequate facilities to render 
service. 

Q. In other words, the lower ratio is the more desirable 
condition? 

A. Well, the lower amount of capital that it takes to 
provide adequate service, certainly the better off you should 
be. In a regulated industry, I think it is to he presumed 
that the regulatory bodies might deal more favorably 
1430 with you from the standpoint of a rate of return 
if you have been able to do a very efficient job pro¬ 
viding adequate service at relatively lower investment 
than otherwise. That would be particularly true if the 
regulatory body were following a prudent investment rate 
base. 

Q. Then you are in agreement with me that the lower 
ratio of capital to income is the more desirable position 
for a utility company? 

A. Assuming the same standard of service. 

Q. All other things being equal? 

A. Yes, obviously, if you can maintain the same standard 
of service with a lesser invested capital, anything above 
that is more or less economic waste. 

Q. You would make the same qualification to vour state¬ 
ment on transcript 1043, paragraph numbered 1, which is 
paragraph numbered 1 on page 17 of your prepared testi- 



mony. That is a general statement, all other things feeing 
equal; right? 

A. Well, there is no qualification involved there, Mr. 
Goldberg. The points that I have made in answer to (Ques¬ 
tion 10 are distinguishing why these various factors' are 
of more significance in a utility industry than in a non¬ 
utility industry. i 

Q. Well, do I correctly understand that a higher ratio 
of plant to income means that there is a greater consump¬ 
tion of earnings for capital items? 

A. Yes, that would fee true, and likewise fronji an 
1431 economic standpoint normally would be expressed 
in terms of taking a longer period of time to turn 
over your capital in such an enterprise, whereas in i the 
commercial or industrial enterprises, the term of turnover 
would be much shorter. 

Q. And isn’t it likewise true that amortization of; in¬ 
tangibles has the effect of reducing the ratio of capital 
investment to annual income? 

A. No, not necessarily. If you are talking about anhual 
net income, if you amortize it, then the amortization be¬ 
comes an element of cost, so that in relation to net income, 
I think you would have to work the ratio out. It might 
depend on how long a period you stretched it over, or 
some of those factors. I 


I think you simply would have to give me detailed facts 
so that I could make the computation. 

Q. When the amortization period is over, would jrou 
agree that the effect has been to reduce the ratio of capital 
investment to annual income ? 

A. That would be true, and the effect, just going further, 
the only way that you can do that is to cause the present, 
generation of rate payers or stockholders, depending on 
who bears the burden during that given period of time, to 
pay not only a return on the diminishing amount of the 
investment, but also a return of that investment. 

Q. Now, what you say in paragraph numbered 2 on 
page 17, which appears on transcript 1043 of the 
1432 record, is true of the electric industry generally. 
Isn’t that so? 

A. Yes, I believe that is true generally. 
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Q. Do you know specifically whether it is true of 
Arkansas Power & Light Company? 

A. My only knowledge of that comes from the Arkansas 
Commission Order. 

Q. Well, if that is the only knowledge that you base 
your opinion on, then your answer is you have no inde¬ 
pendent knowledge of that, whether it is true or not. Is 
that right ? 

A. That is correct. 

Q. And with respect to paragraph numbered 3, which 
appears on page 18 of your testimony, transcript 1043, are 
the statements you make there based upon any studies 
you have made ? 

A. Well, yes, I would say that I have tried to make a 
study of what has happened in the industry over a period 
since roughly 1900, and what has happened in the rate 
making. 

It is true it has been done as a matter of interest and 
applying to it whatever qualifications come from an ac¬ 
counting background largely in order to make myself more 
familiar with the general economic basis for the operations 
of the industry. 

Q. Did your studies include valuations of the property? 

A. Well, I have considered valuation information, the 
values, however, being determined by others. I have con¬ 
sidered changes in the price level, again determined by 
services of engineers or others who presumably are 
1433 qualified to do those things. I have not done valua¬ 
tion work myself. 

Q. Did you reach the conclusions you set out in para¬ 
graph numbered 3 contemporaneously with the acquisi¬ 
tions you there refer to? 

A. Well, I reached these conclusions based on all of 
the knowledge that I may have of the things that have 
transpired in the utility industry over roughly the period 
since 1900. 

Q. But the question was whether you bad reached those 
conclusions that you set out in paragraph No. 3 contem¬ 
poraneously with the acquisitions, at the time the acquisi¬ 
tions were made. 

A. Well, you are not meaning to say that I was present 
at all these acquisitions, I trust, Mr. Goldberg. 
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Q. I don’t know. I am trying to find out whether you 
are expressing that- 

A. I assure you I wasn’t. I have dealt with numerous 
acquisitions from the standpoint of making purchase inves¬ 
tigations, and that sort of thing, which get you, of course, 
quite intimately into the business of the company toeing 
acquired, but this particular statement is made onj the 
basis of such general studies that I have made and such 
general knowledge of what has happened in the industry 
generally and it isn’t restricted especially to the acquisi¬ 
tions that I have been tied into; but those acquisitions, 
what I have seen in those cases, confirm this generaliza¬ 
tion. 

1434 Q. Have you studied the acquisitions that were 
made by Arkansas Power & Light Company? 

A. I have not. j 

Q. So that you are not in a position to express an opinion 
based upon any studies regarding the prices paid, and 
whether or not they were justified by the conditions existing 
at the time. Isn’t that so? 

A. That is so. 

Q. Nor are you able to state to what extent there had 
been approval by regulatory authorities of Arkansas Pojwer 
& Light Company’s acquisitions. Isn’t that right? 

A. That is right. 

Q. So that you are not to be understood as saying that 
what you have stated in paragraph No. 3 has application 
to the facts of this case. Is that right? 

A. I know nothing about the facts, as I have said be¬ 
fore, except that I have read the order. 

Q. Now, what bearing does the pressure toward integra¬ 
tion have on the question of writing off intangibles? 

A. Perhaps it has nothing to do with writing them off, 
Mr. Goldberg. I think it is more definitely related to the 
normality of there being aggregate purchase prices under 
the conditions that I have described which would be some¬ 
thing over or something more than the value that might! be 
assignable to physical properties. 

1435 Q. You were there seeking to express motives of 
acquisition of some of the isolated plants. Is that 

the idea? 
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The Witness: Yes, I think these motives were present. 

Q. Certainly it does not relate to any principles of ac¬ 
counting, does it, this pressure toward integration? 

A. No, I think it has more to do with the economic back¬ 
ground of the industry. 

Q. Does the fact that the prices paid in the acquisition 
were justified have a bearing on the question of propriety 
of writing off the intangibles? 

A. Oh, I think it establishes the bona tides of the cost 
at the time it is incurred. The question of whether it 
should be written off at some subsequent time I think 
would depend upon other facts which would have to be 
looked into. 

Q. And you would say the same with respect to approval 
hy regulatory authorities of the acquisitions, would you 
not? 

A. Well, I would say that the approval by the regulatory 
authority should carry with it an obligation to deal with 
the matter again by that same or whatever successor 
regulatory authority existed on a denial basis before you 
would have grounds for writing off the investment from an 
accounting standpoint. 

1436 Q. What accounting principles are involved in 
paragraph No. 4 appearing on page 18 of your 
prepared testimony, and page 1044 of the transcript ? 

A. Well, I believe the first sentence is very important 
from an accounting principle standpoint. That sentence 
reads: 

“The actual cost to the utility of its tangible and 
intangible fixed assets is a matter of permanent 
significance to security holders, to regulatory au¬ 
thorities, and to the public.” 

I believe that runs particularly to the stewardship 
responsibilities of accounting. 

Do you wish me to go on with the rest of the paragraph ? 

Q. Well, you need not read it into the record. Yon may 
simply state whether the rest of the paragraph involves 
a principle of accounting, and which one it is. 
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A. The rest of it I don’t believe is accounting. I believe 

that is- 

Q. Rate making? 

A. Rate making. 

Q. Is it fair to say that it is your thesis in paragraph 
No. 4 that the amortization of intangibles will prevent the 
utility from claiming their inclusion in a rate case? 


The Witness: Well, it might not prevent their 
1437 claiming it, Mr. Goldberg, but it might have a serious 
effect on the allowance, unless it is pursuant to a 
rate determination at the time. 


In other words, if it is simply an arbitrary write 


off, 


you might very well have subsequently an argument a$ to 
whether or not, particularly if you are following the 
prudent investment rate base, whether or not it has been 
charged to expenses and therefore whether you should 
deal only with the remaining amount in the rate base, or 
whether you should deal with the full amount. 


Q. Well, isn’t it a fact that utilities were able to secure 
acceptance of reproduction cost estimates as the rate base, 
although no such figures were recorded in the accounts? 

A. During the period of fair value principles of rate 
regulation, I am sure there were certain decisions which 
said cost of reproduction should have predominant weight. 
I am not aware that they excluded other matters such! as 
costs to the utility, and certainly during that period evi¬ 
dence of reproduction value was accepted by the Commis¬ 
sions and the Courts without reference to its having been 
recorded in the accounts. 

Q. Rarely if ever had it been. Isn’t that so? 

A. Well, there were, of course, appraisals recorded in 
the accounts at different times; but even so, rarely would 
those recorded appraisals agree with a particular 
1438 reproduction valuation at some different time. 

Q. Claims for going-concern value in rate cases 
hardly if ever were reflected on the books, and were never¬ 
theless secured by the utility. Isn’t that so? 

A. Yes, I think that was so, that the allowance for going- 



concern value was not dependent upon reflection in the 
accounts. 

Q. In rate cases utilities ignored reserve for deprecia¬ 
tion per books, and often succeeded in securing deduction 
of depreciation in an amount less than the book figure 
reserve. Isn’t that so? 

A. Yes, that is so. 

Q. Less than book figure reserve ? 

A. That is so. 

1439 Q. Isn’t it fair to say that in paragraphs 4 and 5 
on pages 18 and 19 of your prepared testimony, 
which appear on pages 1044 and 1045 of the transcript 
you are there, if I may put it this way, voicing opposition 
to the write-off of intangibles on the basis of rate making 
considerations? Isn’t that so? 

A. Yes. The rate making considerations being most 
significant as an economic basis for the operation of the 
industry. 

Q. Assume that a state statute has been enacted which 
excludes intangibles from the rate base for rate making 
purposes. Under those circumstances would writing off 
or amortizing of the intangibles in your opinion be in con¬ 
formity with generally accepted principles of accounting? 

• •••••• 


1440 The Witness: Yes. 

Q. Your answer would be the same whether it was writ¬ 
ten off at the direction of the regulatory commission or be¬ 
cause management of its own volition undertakes to do so. 
Right ? 

A. Well, if it has been determined to be lost from a statu¬ 
tory standpoint, if neither one of those bodies thought about 
it, I would as an independent accountant if I were passing 
on the statements. 

Q. Your answer is that you agree that it would be in con¬ 
formity with generally accepted principles of accounting 
whether the write-off was taking place at the direction of 
the regulatory commission or at management’s volition? 

A. That is correct. 
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Q. Suppose the intangibles reflected on the books are 
going concern value. Assume going-concern value allow¬ 
ances are not made by regulatory commission and such 
disallowances have been sustained in the courts. 

1441 Would write-off of the intangibles under such cir¬ 
cumstances be contrary to generally accepted ac¬ 
counting principles? 

A. I assume you are dealing with the same Commission 
which has jurisdiction over the particular utility. You are 
not giving me a utility in one jurisdiction and a regulatory 
authority in another? 

Q. No, I am giving you a utility subject to the regulatory 
Commission which does not make allowances for gcijng- 
concern value. 

A. I think that places the question on the same basi^ as 
the statutory- 

Q. (Interposing:) Yes, and your answer would be the 
same? 

A. Yes, that is right. 

Q. At page 19 of your prepared testimony down there 
near the bottom, and running over to the top of page 20, 
all of which appears on page 1045 of the transcript, Jou 
state that write-offs by industrials have been based a? a 
rule on an inadequate consideration of the problem, and on 
an assumption of conservatism which has ignored the effect 
of distorting the ratio of profits to invested capital. 

Now, then, I imagine when you made that statement you 
had knowledge of many examples of write-offs based ion 
that type of inadequate consideration and conservatism. 
Is that right? 

A. It is my own personal opinion that most all of Ifhe 
cases where there have been write-offs of intangibles 

1442 in commercial enterprises has had less consideration 
than the matter deserves. 

Q. That is a pretty sweeping statement. Are you able 
to substantiate that in any way? 

A. I have said it is my opinion. 

1443 Q. You haven’t any instances in mind which ybu 
can point to where you are able to make a showing 

that there has in fact been this inadequate consideration 
in writing off the intangibles. Is that correct? 

A. It is based merely on my experience in discussing the 



750 


problem with managements of commercial enterprises. If 
they take the viewpoint that the balance sheet looks a little 
better and someone is going to think management is more 
conservative by having gotten rid of the intangibles,I think 
at least so far as discussions with me are concerned they 
are about the only viewpoints that are expressed. I do not 
believe that they have given adequate consideration to the 
preservation of what the stockholders have turned into the 
enterprise and, therefore, what they are charged with ad¬ 
ministering, so it is my feeling that the best job has not 
been done of accounting for capital turned over to their 
custody from a stewardship viewpoint. 

Q. Would you care to name some of the companies which 
did not give adequate consideration to it? 

A. No, I would not care to name them. 

Q. I put it that way purposely. 

A. Yes. 

Q. Even though in your opir : on, based on inadequate con¬ 
sideration and on an assumption of conservatism, even 
though a mistaken one on the part of management, 
1444 such write-offs nevertheless are in conformity with 
generally accepted accounting principles, are they 

not? 

A. I have said “yes” to that question sixteen times, Mr. 
Goldberg. That is all the way through. I have said that 
there is a disparity of treatment ranging all the way from 
complete preservation of full investment to zero, and all 
of that treatment, so long as there is disclosure, is not quali¬ 
fied as being contrary to generally accepted accounting 
practice. 

Q. I don’t mind saying, too, that where you testify as 
you have at pages 19 and 20 I don’t want anyone implying 
from that testimony that you there are indicating, because 
in inadequate consideration and conservatism, in fact it is 
not in conformity with generally accepted principles of ac¬ 
counting, and that is the reason for putting the question to 
you in this context. As you say, you may have a number of 
times said it is in conformity with it but your direct testi¬ 
mony a number of times states the proposition in several 
ways. 

#•••••• 
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1445 Q. National Distilleries is one of your client^, is 

it not! | 

A. It is one of the clients of the firm. j 

Q. Yes. Are you aware that in 1935 they wrote off $8 
million of intangibles? j 

A. I am not aware because I know nothing about Na¬ 
tional Distilleries. 

Q. Does that also mean you don’t know whether tljiere 
was adequate or inadequate consideration in that case? 

A. I know nothing about it. 

Q. How about General Baking Company? Do you know 
anything about them? 

A. Same answer. j 

Q. How about Chicago Pneumatic Tool Company? 

1446 A. Same answer. 

Q. Each of the companies I have named are clients 
of your firm. 

A. Yes. I 

Q. Is your answer the same with respect to Remingtpn- 
Rand, that you know nothing about their write-off? 

A. They are not clients, I believe. ! 

Q. Is Standard Oil Company of Indiana a client of Price, 
Waterhouse & Company? | 

A. Yes. 

Q. Are you aware that they wrote off $35 million of fin- 
tangibles? 

A. No, I am not aware of that. For clarification, intan¬ 
gibles in the oil industry means a slightly different thing. 
I am not sure it is that type of intangible you are talk¬ 
ing about or something else. 

Q. At least you are not familiar with that? 

A. I am not. 

Q. Warner Bros. Pictures is a client of Price, Water- 
house & Companv, is it not? 

A. Yes. ’ | 

Q. Do you know that in 1935 they wrote off $8,300,000 of 
intangibles ? ! 

A. No, I am not familiar with that company. 

Q. Is Consolidated Edison Company a client qf 

1447 Price, Waterhouse & Company? j 

A. Yes. ! 
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Q. Are you familiar with their write-off of $100 million 
of intangibles? 

A. No, I am not. 


Q. Do you know whether National Dairy Products in 
April of 1933 wrote off $22 million of intangibles? 

A. No, I don’t. 

Q. They were not under your supervision when you were 
with Arthur Anderson and Company? 

A. Part of their operations were under my supervision. 
That is the western part. At that time I was in Chicago. 

Q. But this write-off of intangibles was not. Is that 
right? 

A. I don’t believe they were clients of the firm at the 
date you mentioned. 

1448 Q. My information was that they were, but I may 
be in error. 

On page 20 of your prepared testimony, at the top of that 
page, which testimony appears at lines 17 through 23 of 
transcript page 1045, you state that it is improper to claim 
that voluntary write-downs by industrials . . . consti¬ 
tuted a precedent for mandatory write-downs by utilities. 

Does that mean that you are there saying that account¬ 
ing bulletin No. 24 has no application to public utility ac¬ 
counting? 

A. No, I don’t say that. 

Q. To what do you have reference when you say “sub¬ 
stantially adverse effect on future results”, which is at the 
top of page 20 and lines 22 and 23 of transcript 1045? 

A. Is that the last part of the sentence that you are 
referring to ? 

Q. That is right, the last phrase in the sentence. 

A. I merely mean this: That if in accounting proceedings, 
we will say, in the first instance, purely as a matter of ac¬ 
counting, mandatory write-downs of investments in intan¬ 
gibles of unlimited term is brought about without reference 
to objective determinations of value, and if at a later time 
the book values are then said to be the rate base, I think 
something has been dropped through the sieve in a manner 
which has an adverse effect on future results. 
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Q. It is not the writing down or the writing off of 

1449 the intangibles per se that you conceive of as not!in 
conformity with generally accepted principles of ac¬ 
counting because of principles of accounting, but it is tjhe 
fact that the company may be jeopardized in claiming that 
amount of intangibles as part of the rate base in some future 
rate proceeding which makes you apprehensive of write¬ 
downs or amortization of intangibles in the utility field. 
Isn’t that so? 

A. That is correct, and that is true because regulation and 
rate-making is so much an integral part of the whole eco¬ 
nomic structure of the industry. j 

Q. At the top of page 25 of your prepared testimony 
which appears at transcript 1050 to 1051, you testified tha|t: 

“Contrary to the provision of the Uniform System of 
Accounts the Commission apparently refuses to recognise 
the separate identification of the portion of the property 
acquisition adjustment account representing investment in 
tangible properties, and that representing intangibles, thiis 
preventing the proper accounting for the company’s oWn 
investment.” j 

Does that have reference to this case? 

A. That has reference to the fact I have been unable fo 
find any case in which such separate identification has been 
allowed. 

1450 Q. Do you know whether the facts established in 
the cases you examined are separate identification of 

the acquisition adjustment account between tangibles and in¬ 
tangibles ? 

The Witness: My knowledge of the particular cases hais 
been limited largely to reading staff reports or Commission 
decisions. Since I have read quite a few and I was unable 
to find separate identification it would seem to me highljr 
unlikely that in none of the cases would there be evidence 
sought which would indicate part of 100.5 to be tangible 
and part of it to be intangible. 

Q. All you really know from your reading of the cases 
is that no portion of the amount in Account 100.5 that you 
could find was assigned to tangible property, but that you 




did not find any refusal by the Commission, or rejection by 
the Commission of evidence in those cases that part of the 
acquisition adjustment account related to payments for 
tangible property. Isn’t that rightt 

The Witness: That is correct. That is why I used the 
word “apparently.” I couldn’t be absolutely sure, but 
from knowledge of the situation which exists in ac- 

1451 quisitions I thought it was highly significant that I 
was unable to find any case or any report which 

seemed to assign some part of the amount in Account 
100.5 to tangible properties. 

Q. Do you know whether the companies in those cases 
presented evidence to establish that any part of the acqui¬ 
sition adjustment account represented payment for tangible 
properties ? 

A. I am thinking of one case, Mr. Goldberg, where I be¬ 
lieve such evidence was presented. I refer to that Sioux 
City Gas & Electric case. The thing I can’t remember is the 
ultimate disposition which was made of it by the Commis¬ 
sion. I think the ultimate disposition perhaps happened 
after I came to Washington, and I have not followed it up. 
But aside from that particular case I do not know of any 
other cases where the companies have presented evidence 
on the amount of 100.5 which is applicable to tangible prop¬ 
erties. 

Q. And whether or not such evidence was presented is a 
pertinent inquiry before making the statement that the Com¬ 
mission apparently refuses to recognize the separate iden¬ 
tification of the acquisition adjustment account payments. 
Isn’t that right? 

A. I don’t believe so. My own belief is that in order to 
properly determine the elements represented in Account 
100.5, which I believe is called for by the classification 

1452 of accounts and is likewise necessary to proper ac¬ 
counting for it, I think not only the company but the 

Commission staff has a responsibility to go into that phase of 
the situation. 
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1453 Q. At page 23 of your prepared testimony which 
appears at page 1049 of the transcript, you testified 

about unilateral correction of errors downward. Now, then, 
did you mean to imply there that the Commission corrects 
the accounts of the company only when it can reduce them ? 

A. That had been my experience in a few instances, Mr. 
Goldberg, and I think I have heard some argument, if that 
is the proper characterization of this line of thinking, that 
that was the appropriate way to proceed, that errors had to 
be corrected which choices of accounting methods did hot. 
Possibly it is because of the character of the items which 
might have been classified what was error in one case ax^d a 
choice of accounting method or principle, or policy which 
seemed to cause the errors all to go in the direction of the 
down side, whereas the other side would be the offsetting 
ones, but that was my experience in a few cases. 

Q. In the Sioux City case that you referred to 

1454 there were corrections increasing the company’s 
plant account. Is that right ? 

A. I just mentioned a moment ago that I think I left Chi¬ 
cago before Sioux City was finally settled. I am glad! to 
know it if there is a case going the other way. 

Q. In the Pittsburgh and West Virginia case the stlaff 
recommended increase of the company’s plant account; of 
several million dollars. Did you know that? 

A. I am not familiar with that report. Just by wav! of 
giving proper weight to this section, I might say it is fny 
impression that the reaceounting phase of the argument was 
ameliorated as the cases developed. In the early stages it 
was quite an issue. 

Q. But this testimony on so-called unlimited term in¬ 
tangibles continues indefinitely. 

A. Perhaps so. I had it in mind particularly because I 
remember in one case an adjustment was suggested in dne 
period of additions for a company where it was felt that 
interest during construction had been overcapitalized, add 
in a subsequent period it was quite evident that interest had 
been undercapitalized, and the position initially taken wjas 
that that was the choice of methods and could not be cor¬ 
rected. I felt that was a bit unfair. 

0. Your statement at the top of page 26 of your prepared 
testimony, which appears at transcript 1051 and runs 


756 


1455 over to 1052 is in the same category, is it not, as your 
statement appearing on page 25 about the Commis¬ 
sion apparently refusing to recognize separate identification 
of the amounts in Account 100.5? 

A. I believe there have been decisions of the Commis¬ 
sion that have said that, haven’t there, Mr. Goldberg? I 
am thinking particularly of- 

Q. (Interposing:) You made the statement. I am looking 
for the basis of it. 

A. The cases I am thinking of are, I believe, Pacific Power 
& Light- 


• •••*•• 

Q. (Interposing:) Those are the cases upon which you 
rely for that statement that the Commission has taken the 
position that the entire property acquisition adjustment 
account should be written off to surplus immediately or 
should be amortized by charges to other deductions over a 
relatively short period of years. Is that right? 

A. Yes, those cases are in my mind. 

Q. Are we to imply from that testimony that the Com¬ 
mission has required write-off or amortization of the amount 
in 100.5 in those cases without regard to the nature of the 
amounts recorded in Account 100.5? 


1456 The Witness: It is my recollection that the wording 
in the Pacific Power and Light case stated that the 

1457 write-off was mandatory under the classification of 
accounts itself, and there is no reference to any evi¬ 
dence of value or to any value having been determined. I 
cannot say that the Commission did not determine value, 
but if it did nothing was said about it in tbe decision. 

Q. Did the Commission determine the nature of the 
amount involved? 

A. There is nothing said about that in the decision that 
I recall. 

Q. I will stand on that decision if you think that is the 
case. 

If the amount reflected in the adjustment account repre- 
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sents payment for tangible property, to the extent that 
service life has been consumed while it has been on the books 
without the company taking depreciation thereon, it lis a 
fact, is it not, that in accordance with generally accepted 
principles of accounting, to that extent the tangible prop¬ 
erty reflected in account 100.5 is to be written off by the 
charge to surplus! 

The "Witness: No. 

Q. You mean depreciation which has occurred in the past 
is to be taken through operating expenses in the 
future ? 

1458 A. No, that is not what your question asked me. 

Q. That is exactly what it intended to ask. 

Q. Depreciation which has occurred in the past but has 
not been charged to operating expenses by the company is 
now to be charged off by charge to surplus in accordance 
with generally accepted principles of accounting, isn’t 
that so ! 

A. No, it is not so, Mr. Goldberg. 

Q. Well, is it to be charged to operating expenses! 

A. The question of depreciation in the past relates to the 
total investment in depreciable property, whether it be that 
part recorded in the original cost section of the accounts or 
recorded in plant acquisition adjustment account, and the 
question of adequacy or inadequacy of the depreciation 
provisions in the past, and therefore the reserve at present, 
is entirely a separate question and has just as much to do 
with original cost part of the investment in tangible de¬ 
preciable properties as it does with that part in the property 
adjustment account. 

Q. Where a company fails to take depreciation currently, 
to that extent its income is overstated. Isn’t that so! 

A. If a company takes no depreciation its income Cer¬ 
tainly is overstated. 


Q. To the extent that it had depreciable property 
1459 in the plant account associated with an acquisition 
which we now classify in account 100.5, depreciation 
should have been charged on that depreciable property. 
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Isn’t that so? Not only on the original cost part thereof 
bnt on the excess over original cost. 

A. That is the point I was making, that the adequacy 
or inadequacy of past provisions for depreciation have noth¬ 
ing to do with the plant acquisition adjustment account. 
That is a question which goes to the adequacy of the reserve 
for depreciation which to my way of thinking applies both 
to original cost of depreciable property and to that addi¬ 
tional amount of corporate cost applicable to depreciable 
properties which is included in the plant acquisition adjust¬ 
ment account. 

Q. If a company fails to take depreciation on the original 
cost portion currently, then its income is overstated to that 
extent you agreed. Is that right? 

A. Yes. 

Q. And if it wishes to make up that past depreciation in 
accordance with generally accepted principles of accounting, 
the charge is not to operating expenses but it is to surplus, 
is it not? 

A. Your first question, Mr. Goldberg, said depreciation 
provisions currently were inadequate.. Then you followed 
that with some statement about inadequacy of past pro¬ 
visions, so that I don’t really know what it is you are ask¬ 
ing me. 

1460 Mr. Lasley: Mr. Examiner, I suggest this: That if 
under the state Commission’s order the company 
could not charge any more depreciation than it was charg¬ 
ing, that ought to he stated in his question and not leave the 
matter wide open. 

By Mr. Goldberg: 

Q. Are you saying, Mr. Grady, that to determine whether 
or not the excess over original cost to the extent that it is 
associated with depreciable property should be charged to 
surplus depends upon a determination of the adequacy of 
the depreciation practices of the company in the past ? 

A. I simply think that the determination of the adequacy 
of depreciation reserve is an entirely separate and distinct 
problem and has no particular bearing on the investment 
in depreciable property from a gross standpoint that you 
have in it. I think the recognition of accrued depreciation 
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on properties purchased at the date of purchase should be 
taken into consideration in determining your plant acquisi¬ 
tion adjustment. 

Q. No, I am talking about depreciation from date of 
acquisition to the date when disposition in account 100.5 is 
being considered. Are you saying that before you can de¬ 
termine whether the charge for the disposition of that 
amount should be made to operating expenses or to sur¬ 
plus would require a determination of the adequacy of the 
depreciation practices of the company in the past and 

1461 the adequacy of the depreciation reserve at a giken 
date? 

A. What I said was that the adequacy or inadequacy of 
the depreciation reserve at a particular date has to be de¬ 
termined in reference to someone’s determination of the 
reserve requirements at that date and does not have anvtning 
to do with the gross investment in depreciable properties. 

Q. Do you just charge excess over original cost associated 
with depreciable tangible property to operating expenses 
without taking into account whether the company has or has 
not in the past already collected depreciation on thbse 
properties? 

A. I really believe, Mr. Goldberg, you are confused on 
how that works out. I would suggest we would save- 

Q. (Interposing:) No, indeed. I am somewhat shocked 
at your answer because I think I can show you the precise 
quo dion was answered to the contrary by another witness^. 

• •••••• 

Q. Mr. Grady, in determining the disposition of the excess 
over original cost associated with depreciable tangible prop¬ 
erty, it is pertinent to consider whether provision 

1462 has been made for accrued depreciation on that prpp- 
erty between the date of acquisition and the date when 

you are considering disposition of it through depreciation 
charges ? 

A. No, I don’t think it ought to be done that way. I think 
determination of the adequacy of the depreciation reserve 
is an entirely separate question. I believe that the portion 
of the company’s investment in depreciable properties which 
are still continuing in existence should remain in account 
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100.5 until they pass out of existence and are retired. At 
that point I think the proportion of the investment in ac¬ 
count 100.5 together with the portion of the investment 
in the original cost account should be charged to the de¬ 
preciation reserve. 

Q. Don’t you make provision for the charge off of the 
amount in account 100.5 while the service life of that prop¬ 
erty is being consumed? 

A. Yes, I think you should. 

Q. You would make provision through operating ex¬ 
penses? 

A. Yes, I think it ought to be the same as depreciation. 

Q. But suppose for years the company had made charges 
to operating expenses for depreciation not only on the origi¬ 
nal cost portion of its property but on the excess over origi¬ 
nal cost as well? When the matter of disposition of the 
excess over original cost comes up the question then 

1463 arises to what extent has provision been made for 
depreciation on that property. Isn’t that so? 

The Witness: If they made the provision I don’t see 
where your problem comes, Mr. Goldberg. 

Q. Suppose the regulatory body is considering an amount 
in account 100.5 that is associated with tangible property? 
Doesn’t it have to consider whether up to the date it is 
considering disposition of that property any charges for 
depreciation have already taken place on the property? 

A. No more so than with respect to the original cost 
portion of it. 

Q. I don’t intend to say that you have got to do one to 
the exclusion of the other, hut it certainly must consider, 
before it allows, for example, depreciation in operating 
expenses in a rate case for the tangible portion of the amount 
in account 100.5, whether the full portion should be charged 
to operating expenses or whether there has already been 
charged to operating expenses some portion of the amount 
classified in account 100.5 for tangible property. Isn’t 
that correct? 

A. I completely fail to understand. 

Q. Let me try again. Let us say that there is 

1464 $100,000 in account 100.5 associated with tangible 
property and it represents the excess over original 

cost portion. 
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A. All right. 

Q. Let us say that it has been on the books 25 years and 
during that time the company has accrued depreciation relat¬ 
ing to the $100,000 as well as to the original cost portion of 
the tangible plant. Now, then, when consideration is given 
to the inclusion of that amount in a rate base and disposi¬ 
tion thereof through operating expenses, through deprecia¬ 
tion charges, if you will, should not consideration be given 
to the question of the extent to which provision has already 
been made through depreciation charges for the $100,000? 


1465 The Witness: In a rate base determination, Mr. 
Goldberg, the Commission obviously would have to 

make up its own mind as to what was a proper allowance 
for accrued depreciation to take off of the gross investment, 
hut that would not be any separate problem in relatiop to 
100.5. It would apply to the total investment in depreciable 
property. 

Q. That is right. It would have distinct hearing on re¬ 
maining amount to be depreciated, would it not? 

A. At any given point of time whatever your accrued de¬ 
preciation is, it means that the remaining portion of your 
investment you expect to depreciate over the remaining! life 
of the properties. Does that answer your question ? 

Q. I think you have agreed with me, have you ? 

The Witness: I agree with that explanation. I think one 
possible point of difference at least which might have 
occurred to my mind is that depreciation ordinarily 

1466 is applied to the gross investment value at a rate 
which will spread that investment over the normal 

expected life. In most industry a remainder-life method 
of application is not followed. 

Q. Referring to page 27 of your testimony, down near the 
bottom of the page, which appears on page 1053 of the tran¬ 
script, you state that regulatory authorities, quite naturally, 
are interested primarily in information which they regard 
as significant for rate-making and other regulatory pur¬ 
poses. 
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What are the other regulatory purposes you there re¬ 
fer to? 

A. Whatever regulatory aspects the particular commis¬ 
sion may be charged with responsibility on under the stat¬ 
utes creating them. 

Q. You mean you had no specific purposes in mind? 

A. No, I simply thought they might be broader than rate 
making. 


• •••••• 

1473 Q. Assuming, Mr. Grady, that there is no Arkansas 
Commission order regarding the amounts in Account 

100.5, assume further that another Commission, after a hear¬ 
ing, based upon the record of that hearing, concludes that the 
amounts should be amortized. Does the Commission’s order 
requiring amortization conform with generally accepted 
principles of accounting? 

A. That gets hack to a type of question which we have 
had before, and I have stated in previous answers that a 
determination of the component parts of Account 

1474 100.5 involved matters of valuation which had to he 
determined by someone competent to do so, so that in 

order to fully answer your question, Mr. Goldberg, I think 
you would have to tell me what the facts are in the circum¬ 
stances that you have asked me to assume as to cost and as 
to value at the date of the determination. 

Q. In other words, you would want to know what did the 
showing before that Commission ordering the write-off in¬ 
dicate regarding cost and value of the assets reflected on the 
company’s books. Isn’t that so? 

A. I would want to know the determinations of the value 
questions. There might be many things shown which might 
be important to the regulatory authority making the decision 
as to value. 

Q. You would want to know what were the determinations 
of the Commission requiring that write-off regarding the 
cost or value of the item. Is that right? 

A. Yes, as to both cost and value. 

Q. In other words, if I may put it this way, you would not 
be concerned with the existence or non-existence of an order 
by the Arkansas Commission. You would be concerned 
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i 

with the determinations made by the Commission ordering 
the write-off in determining whether such write-off was in 
conformity with generally accepted principles of accounting. 
Isn’t that so? j 

1475 A. I believe you have changed the circumstances on 
me. You asked me in the first place to assume no 

order. ! 

Q. That is right. Now I said to you your answer aS to 
whether it is in conformity, whether the write-off confoirms 
with generally accepted principles of accounting would! not 
depend upon the order of the Arkansas Commission, vihat 
they may have done or may not have done, but would defend 
upon the determination of the Commission requiring; the 
write-off on cost or value of the asset you were concerned 
with. Isn’t that so? j 

A. No, I don’t believe it is so, Mr. Goldberg. j 

Q. You mean that if upon a showing before the Commis¬ 
sion requiring the write-off it was established that thejso- 
called unlimited term intangibles had disappeared, that you 
would not consider the write-off in conformity with generally 
accepted principles of accounting because another Comnjiis- 
sion had decided that they had continuing value? 

A. Well, in that case, of course, you have the conflict) of 
both accounting and valuation. | 

Q. I am asking what your opinion would be regarding the 
order of the Commission requiring the write-off. ! 

A. I don’t believe you could ignore the order of the otliier 
Commission if it had jurisdiction over a sufficient segment 
of the business as to preserve the bona tides of both the 
investment and to allow an earning which woiild 

1476 support the value. In other words, if your other 
Commission—I don’t see how the other Commission 

in those circumstances could remove the value applicable 
to that part of the business which the other Commission had 
jurisdiction over. j 

Q. Your difficulty is in the fact that there are no account¬ 
ing principles upon which that question can be answered. 
Isn’t that so? 

A. No, I believe there are. 

Q. What accounting principle enables you to say that 
because one Commission determines it has continuing value 
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and another Commission determines that it has not, each on 
the showings made before them, require you to say that the 
Commission ordering the write-off has gone contrary to 
generally accepted principles of accounting? 

A. Where the asset in question relates to all of the busi¬ 
ness, I have difficulty seeing where a Commission having 
partial jurisdiction, or jurisdiction over part of the business, 
could destroy that asset as to the other part. Therefore 
as an accountant I would have trouble justifying the elimi¬ 
nation of that investment on the premise that it had no basis. 
In fact I would have in evidence an order by a Commission 
having jurisdiction over a certain segment of the business 
saying that it did and that they would be allowed to earn 
on it. 

Q. What principle of accounting do you depend on 
1477 for that? 

A. The principle of accounting is that you retain 
the cost of those elements of investment which are of an 
unlimited nature, and under the circumstances that you are 
giving me here I believe that with respect to that part of the 
business over which the other Commission has the juris¬ 
diction and has found value, I do not believe there has come 
into being an economic value of strong enough significance 
which warrants upsetting cost, because the value supports 
the cost. 

Q. The Commission finding that it has continuing value 
does so as to the total asset without distinguishing between 
whether one portion relates to interstate property or 
another portion relates to intrastate property, or relates 
to property subject to its jurisdiction or property not sub¬ 
ject to its jurisdiction. What do you do then ? Do you make 
a determination as an accountant? 


The Witness: In such a situation of conflicting orders 
it is possible that one Commission could rule out and destroy 
any portion of the item subject to its jurisdiction simply by 
saying “You cannot earn on it.” If that happened 
1478 that would raise the question obviously of how much 
of the investment should be written off, and to the 
extent that could be measured I think it would be in accord- 
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ance with accepted accounting principles. I wouldn’t at¬ 
tempt to measure it, as an accountant, but I should assume 
it might not be an impossible job if all the facts are known 
as to how the acquisition adjustment account came into 
being, that is by acquisitions, the nature of the property. 
It could happen that all of a given acquisition related to 
either intrastate or interstate business. I think you wquld 
have to know those facts, some of those facts, that is whoever 
made the allocation would have to. It would not be an ac¬ 
counting job unless all the valuation factors were evident in 
the information available with respect to the various 
acquisitions. 

Q. I understood you to say that the Commission ordering 
write-off, even though its write-off was based upon a deter¬ 
mination that the asset did not have continuing value, would 
be going contrary to generally accepted principles of 
accounting because by its order it would be destroying the 
value of the asset by reason of another Commission’s orider 
finding that the asset had continuing value. Did I correctly 
understand you? j 

A. No. 

1479 Q. Then we will have to start over because I followed 
through on that understanding. 

Let me put it to you this way: Assume that the Arkansas 
Commission had ordered the intangibles charged off and the 
other commission did likewise. Would both orders be in 
conformity with generally accepted principles of accounting 
or would you have to know before you could answer that 
what the determination was with respect to cost and value 
of the asset? 

A. I would have to know that, Mr. Goldberg. 

Q. Assume that the Arkansas Commission requires write¬ 
off of the asset. Assume that the other Commission does 
not. Can you tell us which order is in conformity with gen¬ 
erally accepted principles of accounting? 

A. I cannot tell you based on just what you have given me 
in this question. 

Q. You would have to know what the determinations were 
respecting cost and value of the asset? 

A. That is right, and how they were being dealt with from 


766 


a rate-making viewpoint if that information were available. 
I pointed out in an earlier question, you will remember, 
that assuming such an item to be fully supported from the 
viewpoint of cost and value at a given time, that there would 
be two alternative methods of dealing with it from a rate- 
making viewpoint, and that accounting consistent with those 
two alternative rate-making philosophies, in my 

1480 opinion, would be in accordance with generally ac¬ 
cepted accounting principles. 

Q. Suppose there had been no rate case? Does that mean 
you could not reach a determination as to whether it was in 
conformity with generally accepted principles of account¬ 
ing? 

A. I could reach a determination if value had been found 
in addition to cost. 

Q. Then you would not have to have a rate case deter¬ 
mination or have to know how it is treated for rate-case 
purposes as long as you had some knowledge of the deter¬ 
mination regarding the cost and value of the asset. Is 
that so ? 

A. That is so. My purpose is merely to indicate that 
there are alternative treatments for rate-making purposes 
which make the charge-off in accordance with generally 
accepted accounting principles on one alternative, but in 
my opinion, contrary to it if the other alternative of rate 
making is followed. 

Q. You mean the rate-making principles determine 
whether it is in conformity with accounting principles. Is 
that it? 

A. Rate-making principles and the factors and valuation 
principles which would go along with the rate-making 
principles. 

Q. Assume that in the example I gave you where one com¬ 
mission orders write-off and the other does not, that the 
Arkansas Commission which orders the write-off determines 
that the asset does not have continuing value. Which 

1481 order is not in conformity with generally accepted 
principles of accounting? 

A. Where you have two commissions, Mr. Goldberg, hav¬ 
ing jurisdiction, one over one segment of the business, the 
other over another segment, I don’t believe you can say 
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either Commission’s order is contrary to accepted account¬ 
ing principles within the segment that it has jurisdiction. 
The point of distinction I was trying to make is that I d<j> not 
believe the Arkansas Commission could tell another pom- 
mission that all of its elements of cost and value were gone 
any more than another commission could tell the Arkansas 
Commission or tell the company that so much had been dis¬ 
posed of. 

Q. You appreciate this fact, do you not: That though from 
a rate standpoint a small segment may be subject to the 'rate 
jurisdiction of a commission, from an accounting standpoint 
all of the property of the company is subject to the account¬ 
ing jurisdiction. 

1485 Q. Mr. Grady, I hand you the annual report of 
Consumers Power Company to its stockholders for 

the year 1946 and direct your attention to page 19 wtyere 
notes to the financial statements and the certifying firm’s 
certificate appears. I would like to have you read to your¬ 
self note “A.” 

A. It is Note 1. You mean the first note? 

Q. Excuse me. I mean Note 2, Mr. Grady. 

A. I have read it, Mr. Goldberg. 

Q. That note discloses, does it not, that although the 
Michigan Commission found the intangibles of Consumers 
Power Company to have a present and continuing vape, 
Consumers Power Company made provision for amorti¬ 
zation of those intangibles. Isn’t that right? 

A. Provision was made in a special manner. I think com¬ 
plete understanding of the situation would involve an 
understanding of the nature of the provisions, those in lieu 
of tax things involving a separate question, so tpat 

1486 I really believe full consideration of the master 
would mean you have to consider all the facts set 

forth in the note. 

Q. Howsoever, they may have gone about creating the 
reserve for amortization of intangibles found to have a 
continuing value by the Michigan Commission, the fact 
remains, does it not, that the balance sheet, the accounting 
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statements, are certified to as being in conformity with 
generally accepted principles of accounting? 

• •••••• 


1489 The Witness: Note 2 of the financial statements 

of Consumers Power, which has been referred to me, 
reads as follows: 

“The utility plant accounts of the company were 
reclassified as of January 1, 1938, in accordance with 
the Uniform System of Accounts prescribed by the 
Michigan Public Service Commission, pursuant to an 
order of that Commission dated October 29, 1941. 
Such order stated in part that the amounts classified 
as miscellaneous intangible plant in electric and gas 
plant accounts ‘represents the cost of plant having a 
present and continuing value; and accordingly the staff 
advises and the Commission finds that it is fair and 
proper that such amounts remain in plant account sub¬ 
ject, however, to review or audit should the occasion 
require.’ 

“An examination of the company’s plant reclassifi¬ 
cation is now being made by the Commission’s staff 
pursuant to order of the Commission dated February 
19, 1946. 

“The company has provided a special reserve 
amounting to $7,339,172.13 at December 31, 1946 by 
charges to income account in years prior to 1946 (in¬ 
cluding $2,522,855 in 1945 classified as ‘provision for 
amortization of utility plant acquisition adjustments’ 
representing amounts equivalent to reduction in fed¬ 
eral income and excess profits taxes resulting from 
amortization of the cost of emergency facilities, 
1490 except for $1,938,285 of such reduction which was 
credited to reserve for amortization of plant ac¬ 
quisition adjustments in 1944. 

“An order issued in July, 1945 by the Michigan Pub¬ 
lic Service Commission provides that if the miscellan¬ 
eous intangibles of $10,011,050.59 are verified upon 
audit and review by the Commission of the company’s 
original cost reclassification of utility plant, the com- 
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pany will be given the right to apply the balance of the 
special reserve to the reduction of miscellaneous in¬ 
tangibles and to amortize the remaining amount thereof 
by charges to operating expenses over a period of 15 
years, which would amount to approximately $180,- 
000 per annum. This amortization cannot be provided 
pending further decision by the Commission upon com¬ 
pletion of its audit.” 

Q. The question I asked was this: In the face of those 
facts which you have just read, it is a fact, is it not, the 
accountant has certified the statements as in conformity 
with generally accepted principles of accounting. Is tpat 
right ? 

A. No exception is taken in this opinion, Mr. Goldberg, 
and while it is not my opinion, if you would like an expla¬ 
nation of the factors which in my own mind might lead a 
certifying accountant to the conclusion that he did dot 
have to qualify, I should be glad to give them. 

1491 Q. I should be glad to have them, but first let me 
ask you this: Upon the facts stated there which you 
have read into the record, do you agree that the account¬ 
ing statements may be certified to as in conformity With 
generally accepted principles of accounting? 

A. So far as the creation of the reserve itself as a bal¬ 
ance sheet reserve is concerned, I would have no exception 
as to the status of that, merely as a reserve, because I belifeve 
I testified before that I would regard it as a contingency 
reserve so long as there was cost and value, and in my 
opinion the proper way to provide that reserve would 
be by appropriation of surplus. In the facts in this case 
a further complication is introduced by this amount which 
is equivalent to a tax reduction, so that any difficulty I 
would have with it would be in reference to the charges to 
income account and to what they were called. There you 
have an intermingling of really two separate and distinct 
and unrelated conditions so far as I am concerned. I think 
a tax saving on emergency facilities has absolutely nothing 
to do with amortization of intangibles. 

Q. In other words, you are saying that you would agree 
that even in the face of a determination that the intangibles 
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have continuing value that it is in conformity with generally 
accepted principles of accounting to set up a reserve for 
their amortization? 

1492 A. Yes, so long as that reserve does not affect 
current costs and so long as it does not affect the 

amount at which the assets of bona fide costs and of con¬ 
tinuing value are carried in the balance sheet. 

Q. Would you agree that even after subsequent verifica¬ 
tion of the continued value of those intangibles, the write¬ 
off, in part by a charge to that reserve which was created 
and in part by charges to operating expenses, is in con¬ 
formity with generally accepted principles of accounting? 

A. I would agree to that, Mr. Goldberg, if the determina¬ 
tions of value by the regulatory authority were consistent 
with the accounting treatment order. 

Q. I don’t understand that. Would you explain what 
you mean? 

A. That gets back again to the alternative methods of 
handling this type of investment from a rate-making view¬ 
point which I have gone into several times before; namely, 
that using a prudent investment rate base I think it is pos¬ 
sible to have a diminishing base so long as the write-off is 
recognized as a cost. 

Q. In the facts I have given you, you would want to 
know what treatment is being made of intangibles for rate¬ 
making purposes. Is that what you mean by consistency in 
the accounting order? 

A. Yes. 

1493 Q. Detroit Edison Company is one of the clients 
of Price, Waterhouse & Company, is it not? 

A. That is right. 

Q. I would like to direct your attention to the 1947 an¬ 
nual report to stockholders by the Detroit Edison Com¬ 
pany, and more particularly to page 30 of that report. Page 
30 contains the assets side of the balance sheet, does it not ? 

A. Yes. 

Q. And it shows intangibles of $6 million in the electric 
plant acquisition adjustment account. Is that right? 

A. The balance sheet shows total intangibles of $7,259,- 
000, of which it is indicated in parentheses by way of expla- 
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nation that it includes $6,268,000 of intangibles in electric 
plant acquisition adjustments account. 

Q. Will you look at page 32! Page 32 reflects the income 
statement, does it not? 

A. Yes. 

Q. By reference to the income statement you can verify 
the fact, can you not, that amortization of the amount of 
intangibles classified in account 100.5 is taking place; is 
that correct? 

A. That is correct. 

Q. And Price, Waterhouse & Company certified to that 
program as in conformity with generally accepted princi¬ 
ples of accounting. Is that right? 

1494 A. No exception is taken with respect to the prac¬ 
tice. 

Q. Do you agree? 

A. I do not know anything about the specific facts in 
the case of Detroit Edison. Therefore I do not hav£ all 
of the facts to know whether or not I would agree or dis¬ 
agree. 

Q. Suppose I told you that the amount of intangibles is 
included in the rate base and that the company earns ofi it. 
Would you agree that it is in conformity with generally 
accepted principles of accounting? 

A. If the full amount of the cost of the intangibles were 
included in the rate base and the regulatory commission 
adopted the alternative of regulation that that should re¬ 
main in the rate base, and that any amortization of it would 
not be an allowable deduction for rate-making purposes, 
then I think this treatment would be contrary to accented 
accounting principles. 

Q. Are you aware that the Michigan Commission in¬ 
cluded the intangibles in the rate base and did not njake 
allowance for amortization of the intangibles ? 

A. No, I am not aware of that. I said I didn’t know. 

Q. If that were the case you would say that is not in con¬ 
formity with generally accepted principles of accounting. 
Is that right? 

A. That is my opinion. 

• •••••• 
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1501 Q. Is Detroit Edison Company under your direct 
supervision in Price, Waterhouse & Company? 

A. No, it is not. 

Q. Have you ever consulted with the member of the firm 
whose responsibility it is to pass on the certification of the 
Detroit Edison Company with regard to your testimony 
in this case? 

A. No, I have never consulted regarding the preparation 
or presentation and certification of the annual statements. 

Q. How about with respect -to your testimony in this 
case? Had you consulted with the man responsible for 
the certification in the Detroit Edison case? 

1502 A. No. 

*•••••• 

1503 Q. Now I would like to show you the annual report 
to stockholders for the year 1946 of Missouri Power 
and Light Company. That company is a client of 

1504 Price, Waterhouse & Company, is it not? 

A. Yes. 

Q. Is it under your supervision? 

A. No. 

Q. I would like to have you look at page 12, footnote 1. 
A. I have read it. 

Q. That discloses that write-off of 100.5 is taking place, 
doesn’t it? 

A. Yes. 

Q. Nevertheless, Price, Waterhouse & Company has said 
that the accounting statements are in conformity with gen¬ 
erally accepted principles of accounting. Is that so ? 

A. The opinion is unqualified. 

Q. Do you agree with it? 

A. I do not have enough facts to agree or disagree. 

Q. You do not know whether there was a determination 
of value, is that it? 

A. That is right. 

Q. You don’t know what treatment has been given the 
amount in rate making. Is that right? 

A. Those factors are not given in this note. 



Q. To that extent there is an inadequate disclosure, is 
there not? 

A. There is an insufficient disclosure to permit rre to 
resolve the opinion that you have asked me. I don’t 
1505 think that means that there is necessarily an inade¬ 
quate presentation for purposes of this report, i 

I 

Q. In other words, full disclosure as you have used it 
in your testimony does not mean the inclusion of references 
to the treatment of the intangible for rate making purposes 
or whether there has been a valuation or whether there has 
not been a valuation. Is that right ? 


The Witness: I believe many accountants would not re¬ 
gard that valuation and rate making data was essentijal to 
serve the purposes of an annual report to stockholders. 
Under different circumstances I think one accountant might 
have a different viewpoint from another in that respect. 

Q. At least so far as you can see the disclosure which 
has been made is adequate for the purposes of the certifi¬ 
cation made by Price, Waterhouse & Company. Is that 
right? 

A. Well, I have said, Mr. Goldberg, that I don’t know 
the facts. Therefore I probably cannot judge whether 
it is adequate or inadequate. I have simply been unwilling 
to say it is inadequate because I don’t have the facts. 

1506 Q. Would you say when you find your firm’s sig¬ 
nature to a certificate such as you find in that report 
it is reasonable to assume that from the viewpoint of ,gen- 
erally accepted accounting principles, Price, Waterhouse 
& Company considered the disclosure which was made; was 
adequate. 

The Witness: Well, there can be no question that the 
person who gave the opinion to these statements considered 
that adequate disclosure had been made. 

Q. And that undoubtedly had to be based upon his yiew 
of what is accepted accounting practice as a firm practice 
and policy? By “firm practice and policy,” I mean Price, 
Waterhouse & Company. 
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A. Yes, I believe all the partners try to be guided by 
firm policy in so far as they understand it. 

Q. When you stated with respect to Detroit Edison Com¬ 
pany and Missouri Power & Light Company that the certifi¬ 
cate was unqualified, you meant by that, did you not, that it 
was in the standard form in which unqualified approval is 
normally given? 

A. Yes. 

1507 Q. That standard form is usually this language: 

“In our opinion the accompanying statements supple¬ 
mented by the notes appended thereto present fairly the 
position of Missouri Power and Light Company at De¬ 
cember 31,1946 and the results of its operations for the 
year then ended in conformity with generally accepted 
accounting principles applied on the basis consistent 
with that of the preceding year.” 

That is the standard form, with changes, of course, for 
names and dates when necessary. Is that right? 

A. That is right. It does not mean that all of them are 
necessarily exactly that, but- 

Q. (Interposing) Not to the last comma. 

A. That is right. 

Q. Potomac Edison Company is likewise a client of Price, 
Waterhouse & Company. Is that right? 

A. That is correct. 

Q. That is one of the companies that is under your direct 
supervision; is that right? 

A. That is correct. 

Q. I would like to draw your attention to note F of the 
annual report for the year 1946 to stockholders by the 
Potomac Edison Company, note F appearing on page 15 
of that report. Will you refresh your recollection as to 

the contents of that note F, please? 

1508 A. Yes, I have read it. 

Q. Will you read note F into the record, please ? 

A. Note F to the accounts of the Potomac Edison Com¬ 
pany which you have referred to me is as follows: 

“The annual amount of amortization of property 
account adjustments is determined by officers of the 
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companies from time to time with a view to providing 
ultimately, through amortization or reserve for the ex¬ 
cess of carrying value of electric utility plant overt the 
‘original cost thereof’. These charges and previous 
charges to operating expenses for the purpose of amor¬ 
tizing the property account adjustments have been 
made voluntarily by the companies and have not been 
approved by any regulatory body having jurisdiction. ” 

Q. The accounts have received the unqualified certifica¬ 
tion by Price, Waterhouse & Company. Isn’t that so? 

A. That is correct. 

Q. Was there a determination of value in that case? 

A. No, not to my knowledge. 

Q. Was there a determination of treatment of that amount 
for rate-making purposes ? 

A. No, not to my knowledge. 

Q. Was there a determination of whether that amount 
was earning? 

A. Is that the end of your question? 

1509 Q. Yes. Was it determined what amount in 100.5 
was earning anything? 

A. By whom, Mr. Goldberg? 

Q. By anybody—by you, by the company, by anvbne. 
Was there any determination made for the purpose of 
determining whether the company was earning under 10b.5? 

A. The earnings are set forth. I have stated, so J far 
as I know, there are no valuation determinations and no 
rate-making determinations. 

Q. Then you intend to say by that that as far as [you 
know there was no determination to ascertain whether i the 
company was earning on the amount in 100.5. Is that right? 

A. No, there was no such determination. 

Q. Nevertheless you were of the opinion that the state¬ 
ments could be certified to without qualification. Is that 
right? 

A. That is correct, for the reason we went into this testi¬ 
mony much earlier, namely, that the amounts classified in 
100.5, in the absence of determinations of value, left me 
in the position of dealing with what I regarded as a miked 
aggregate, and therefore, I was not in a position to really 
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determine, in the absence of that valuation information 
whether accepted accounting principles were or were not 
being followed. The amounts involved in this particular 
case being not of too great significance I was not in 

1510 a position to insist that those elements of valuation 
be determined. I did not think it was practical or 

sufficiently important to do so. 

Q. In this mixed aggregate you unquestionably presumed 
that it consisted in part of intangibles which you have 
referred to as unlimited term intangibles. Isn’t that so? 

A. I believe the presumption that it probably is a mixed 
aggregate would necessarily extend to that. Otherwise, 
it might be only one thing. 

Q. Do you know whether there had been a valuation by 
the Maryland Commission of the Potomac Edison Com¬ 
pany’s properties any time recently? 

A. To the best of my knowledge there had not been. 

Q. Did you inquire whether there had been? 

A. I asked my assistants on the job if they knew of any 
rate determinations or value determinations. That is al¬ 
ways something we inquire into to see if there have been 
developments from a regulatory standpoint which might 
be of significance in the accounts. 

Q. And you were not informed by them that there had 
been a valuation in the ’30’s by the Maryland Commission 
which valuation was in excess of the amount reflected on 
the books ? 

A. I would regard the valuation in the ’30’s as being- 

Q. (Interposing) Out of date? 

1511 A. (Continuing) Considerably out of date. 

Q. When you say that an accountant, yourself in 
some cases, does not feel that he can insist upon showings 
you have talked about in this case, do you feel that in those 
cases he has disposed of his obligation to the public, to 
investors, to anyone who reads those statements by not 
making any qualifications regarding the certification of 
the accounts? 

A. Yes, I believe so, Mr. Goldberg. 

Q. Were you still with Arthur Andersen and Company 
in 1943? 
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A. No. 

Q. I think I recall your saying that before you left Ar¬ 
thur Andersen and Company you had been working on 
Sioux City Gas and Electric Company but left before there 
was an order by the Commission. Is that right? 

A. Sioux City Gas and Electric work had been under my 
general supervision, yes. 

Q. I would like to direct your attention to the apnual 
report for the year 1943 of Sioux City Gas and Electric 
Company, and to the certificate of Arthur Andersen and 
Company. 

1512 Q. In that certificate it is stated is it not: “As of 
January 1,1943, the company charged to earned sur¬ 
plus the amortized balance of debt discount and expense 
applicable to refunded issue; also during the year the com¬ 
pany with the approval of the Federal Power Commission 
reclassified its utility plant account to record original cost 
thereof as defined by such Commission and started amorti¬ 
zation of the utility plant acquisition adjustment account 
over the period ending December 31,1954. Except for these 
changes with which we concur, the accounting policies fol¬ 
lowed in 1943 were consistent with the preceding yearj.” 

It so states, does it not? 

• * • » • # • 

1513 Q. It is a fact, is it not, Mr. Grady, that you are 

1514 familiar with the amount classified in account 100.5 
by Sioux City Gas and Electric Company as a result 

of your work with Arthur Andersen and Company? 

A. No, I am not familiar with it, Mr. Goldberg. I stated 
that I was familiar with an original determination in behalf 
of the company, but, of course, I have forgotten the details 
of even that determination at this point, and I do not know 
to what extent the ultimate settlement of the matter J may 
have differed from that original determination of which 
I had general supervision. 

Q. With respect to the original determination do you re¬ 
call how much was classified in account 100.5 ? 

A. No, I do not. 

Q. Do you recall whether it was all related to tangible 
property? 
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A. No, I cannot specifically recall that. 

Q. Yon do not recall whether some part of it was related 
to intangibles of the so-called unlimited term. Is that right? 

A. My impression was that both elements were present, 
hut I would have to refresh my recollection by referring to 
the report. 

Q. Was there a valuation made to ascertain whether there 
was support for the intangibles included in account 100.5 ? 

A. No valuation had been made in any part of the work 
with which I was concerned. 

1515 Q. Then you were not aware of any valuation to 
support the amount in 100.5. Is that right? 

A. That is right. 

Q. Then at the time you worked on Sioux City Gas and 
Electric Company are we to understand that you did not have 
sufficient facts to form an opinion as to the propriety of the 
amortization of the amount classified in account 100.5. Is 
that right? 

The Witness: That phase of the problem was not part of 
the study that I undertook, Mr. Goldberg. The study that 
I undertook, and, again, I am expressing a recollection based 
on something which happened several years ago and I have 
not refreshed my memory on, was merely to determine the 
original cost of the company’s properties, doing so as a 
joint endeavor with the company’s staff and with the com¬ 
pany supplying the needed engineering judgment and in¬ 
formation in order to comply with the classification of 
accounts and produce the information necessary to show 
original cost and to show how much was in account 100.5, 
and in dealing with account 100.5 to identify, insofar as 
possible, the character of the elements represented, those 
being determined, however, as at the dates of acquisition or 
as of the dates the investment was made, and not being 
carried forward in any manner, to a current-value yardstick 
or standard. 

1516 Q. In so far as your determination did go, as far 
as your determination went, had you determined that 

there were elements of unlimited term intangibles present in 
the Sioux City acquisitions when they occurred? 

A. That is the point on which I said I would have to re- 
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fresh my recollection. It is my impression that those types 
of elements were present, bnt I would have to see the report 
in order to- 

Q. (Interposing:) But as far as your determination Went 
at that time, you had not formulated any opinion regarding 
the propriety of amortization of so-called unlimited term 
intangibles to the extent they had existed in the acquisitions 
when made. Is that right? 

A. That is correct. 

Q. Yesterday evening, at transcript 1451,1 asked yovj this 
question: “Do you know whether the companies in those 
cases presented evidence to establish that any part of the 
acquisition adjustment account represented payment for 
tangible properties?” 

You answered, “I am thinking of one case, Mr. Goldberg, 
where I believe such evidence was presented. I refer to that 
Sioux City Gas & Electric case. The thing I can’t remefnber 
is the ultimate disposition which was made of it by the Com¬ 
mission.” 

1517 Doesn’t that disclose a knowledge of the nature of 
the elements included in the 100.5 and an opinion as to 
the appropriate treatment of those elements? 

A. No, I don’t believe so. 

Q. You didn’t intend to imply by that testimony that you 
were aware of the nature of the elements included and the 
proper treatment which should be accorded such elements. 
Is that right? 

A. I intended to imply what the answer said, that I 
had- 

Q. (Interposing:) I want to know whether or not I am 
right. 

A. —that I had recollection. 

Q. I want to know whether you were saying that you! had 
sufficient knowledge to criticize the disposition of the amount 
in 100.5 classified in that account by Sioux City Gas & Elec¬ 
tric Company. 


1518 The Witness: I said I didn’t know the disposition 
finally made of it, Mr. Goldberg. 
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Q. Did you know enough to formulate your own opinion 
as to what disposition you believed proper of the amount 
classified in Account 100.5? 

A. My consideration of that particular case did not 
extend to the point of dealing with the disposition. 

Q. You formulated no opinion on that score? 

A. No, I don’t know what the disposition was. 

Q. Well, had you, yourself, formulated any opinion of 
your own regarding the proper disposition of the amount 
in Account 100.5? 

A. No. 

Q. I would like to show you a report bearing this title: 
“Sioux City Gas & Electric Company. Report to Federal 
Power Commission in compliance with electric plant in¬ 
struction 2-D of the Uniform System of Accounts for Elec¬ 
tric Utilities, and the Commission’s Order of May 11,1937.” 

1519 Q. Do you recognize that report, Mr. Grady? 

A. This looks like a report that I have seen before. 

Q. That is the report that Arthur Andersen & Company 
worked on, is it not? 

A. I believe it is. 

Q. The one that you personally worked on, isn’t it? 

A. It is the one that I had general supervision of. 

Q. Can you by looking at that report ascertain whether it 
was shown that an amount classified in Account 100.5 repre¬ 
sented intangibles ? 

A. I think I might be able to find it if you want me to go 
through it all. 


Q. Mr. Grady, now that you have had an opportunity to 
refresh your recollection by referring to the report I have 
laid before you preceding the recess, are you able to 
1520 tell us whether in that report Sioux City had classified 
an amount in Account 100.5 which it called intan¬ 
gibles? 

A. Mr. Goldberg, with Mr. Rainwater’s assistance here, 
dealing both with page 301 and with statement “H,” page 1, 

it appears that there are both tangible and intangible- 

Q. (Interposing:) Elements? 
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A. —elements of property. I am hesitating because it 
says “With respect to intangible, intangible physical prop¬ 
erty.” 

Q. That is something new to you? 

A. It bothers me a little bit. It must he typographical. 

Q. Maybe they believe it is associated with physical 
property. 

A. I don’t believe they thought so at the time this report 
was written. 

Q. Then with respect to the amount classified in Account 
100.5 as intangible by Sioux City Gas & Electric Company, 
no plan to write off the intangibles was proposed. Rather, 
it was proposed to maintain them on the books indefinifjely. 
Isn’t that right? 

The Witness: That is the proposed treatment in | the 
report. 

1521 Q. Now, then, in the light of that—withdraw that. 

Were you in agreement with that proposal at the 

time the report was prepared? 

A. Yes, I should say that the plan of disposition I tljink 
was more a company matter than a matter for my considera¬ 
tion, and I would like, as pointed out before, to say that this 
was a cooperative undertaking and therefore is the company 
report on which we rendered certain assistance. 

« • * * • * • 

Q. In your opinion is the amortization of the intangibles 
classified in Account 100.5 in accordance with gener- 

1522 ally accepted principles of accounting? 

The Witness: Mr. Goldberg, in going to that question we 
leave, of course, this report and go to the stockholders’ 
report. Is that what you intend to do by your question?; 

Q. No. I want you to confine yourself to that report. The 
stockholders’ report shows that amortization has taken 
place. I want to know if amortization of the intangibles 
from your knowledge of the case is in conformity with gen¬ 
erally accepted principles of accounting? 

A. Dealing with this report, the recommendation for dis¬ 
position here was that the intangible investment should re- 
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main in the accounts. While that was primarily a company 
proposal, it was one with which I was in agreement at that 
time. 

Q. Did you as a matter of accounting hold the view that 
amortization would not be in conformity with generally 
accepted principles of accounting? 

• •••••• 

1523 The Witness: I did not hold that view generally 
then, nor do I hold it now, Mr. Goldberg. I think I 

testified many times that- 

Q. (Interposing:) Well, did you agree with the proposal 
to retain the intangibles without amortization on the basis 
of a valuation which had been made ? 

A. Yes, I thought that was a reasonable proposal. 

1524 Q. On the basis of a valuation which had been 
made? 

A. There had been no valuation. 

Q. Did you agree that was a reasonable proposal on the 
basis of treatment of the intangibles for rate making pur¬ 
poses ? 

A. Rate making purposes were not involved here. 

1525 Q. What was your basis for saying that the intan¬ 
gibles should be retained indefinitely? 

A. The basis for proposing that treatment would be, in 
the first place, they were bona fide as to cost, and, in the 
second place, there was no evidence that they had passed 
out of existence or been substantially diminished in value 
to the point where accounting recognition should be given 
to that diminishment. 

Q. You had no evidence that they had continued value. 
Yet you were of the view that they should remain in the 
accounts indefinitely. Is that right? 

A. Yes. 

Q. Now, then, can you say that the amortization of the 
amount in account 100.5, which is shown in the stockhold¬ 
ers’ report which I directed your attention to, is not in 
conformity with generally accepted principles of account¬ 
ing? 

• •••••• 
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1527 The Witness: No, I cannot say it under the! cir¬ 
cumstances. 

I 

I 

* • • • • • * 

I 

1528 Q. the stockholders’ reports that I have been plac¬ 
ing before you this morning, including the report of 

the Sioux City Gas and Electric Company, are reports 
that you would rely on to ascertain the treatment by a Com¬ 
pany of the amounts classified in account 100.5. Ijsn’t 
that so ? I 

A. I would expect to find disclosure in the report^ of 
that treatment. j 

Q. Precisely. And you would expect to be able to rely 
upon what is disclosed, particularly in the light of the cer¬ 
tificate of the public accounting firm. Isn’t that so ? j 

A. I am not sure I understand all that you mean by I the 
term “rely”. j 

Q. I mean it is the kind of authentic information regard¬ 
ing the operations of a company usually relied upon to 
ascertain what the company is doing. | 

A. It is the official report to stockholders on the cbm- 
pany’s operation for the period and on the financial posi¬ 
tion. 

1529 Q. It hardly serves that purpose if it could noi be 

relied on. Isn’t that so? j 

A. I think it can be relied on certainly as a fair preserva¬ 
tion of what it purports to show. 

Q. Yes. 

A. Namely, the results of operations for the period cov¬ 
ered and the financial position at the end of the year, j 
Q. And if the report disclosed amortization of the amoijmt 
in account 100.5 you would feel that you could rely upon that 
disclosure and conclude that amortization was actually tak¬ 
ing place. Isn’t that so ? j 

A. Yes, I think that is right. j 

Q. And referring to the Sioux City report you can con¬ 
clude from that report that amortization of 100.5 was taking 
place and rely upon that showing. Isn’t that so? 

# # • • • • • 
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1530 The Witness: I can read what is said in the report 
with respect to the disposition of 100.5. I think that 

is the extent to which I can answer your question. I really 
don’t know what “rely” means. I can ascertain- 

Q. (Interposing:) You would be willing to accept the facts 
shown in that report regarding amortization of the 

1531 amount in 100.5 as being authentic? 

A. Yes. I would not question the fact that they 
were reasonably reporting what happened. 

• •••••• 

1534 Q. I want to draw your attention to the stock¬ 
holders’ report of Wisconsin Electric Power Com¬ 
pany for the year 1946, and more specifically to page 19 
thereof. Before you look at that page, may I ask you 
whether that company is a client of Price, Waterhouse & 
Company ? 

A. Yes, it is a client. 

Q. Will you look at Note D on page 19? 

A. I have read the note. 

Q. That discloses amortization of the intangibles classi¬ 
fied in account 100.5 of Wisconsin Electric Power Com¬ 
pany, does it not? 


The Witness: Yes, that discloses annual amortization. 

Q. And Price, Waterhouse & Company has given un¬ 
qualified approval from an accounting standpoint to the 
accounts of that company. Isn’t that so? 

A. The certificate is unqualified; yes, sir. 

Q. Do you agree. 

• •••••• 

1535 Q. You don’t know whether there was a valuation 
in that case, do you? 

A. No. 

Q. You don’t know the treatment for rate-making pur¬ 
poses? 

A. No. 
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Q. There is no disclosure as to that in the report, is 
there? 

A. No. 


Q. Yet you consider the disclosure in the report adequate 
for the purposes of a certificate, don’t you! 

A. I haven’t the facts on which to judge that. Jam 
1536 sure the partner responsible for this so considered it. 

Q. I would like to show you the annual report 
for the year 1946 of Wisconsin and Michigan Power Com¬ 
pany and ask you if that company is a client of Price, Water- 
house & Company. 

A. Yes. This contains a certificate with the printed signa¬ 
ture of Price, Waterhouse & Company. I had not known 
before that it was a client. I am glad to find that out. 

Q. If you look at page 8 you will find, will you not, i that 
amortization of account 100.5 is taking place ? 

A. The footnote on page 8 indicates that the amount 
recorded as utility plant acquisition adjustments is being 
amortized by charges to income at the rate of $47,0001 per 
annum. | 

Q. And the certificate by Price, Waterhouse & Company 
is unqualified, is it not? 

A. Yes. | 

Q. Is there any reference to evaluation? 

A. There is none in this note. 

Q. Is there any reference to treatment for rate-making 
purposes? 

A. Not in this note. 


Q. Do you know whether there was a valuation? 

A. I know nothing about the company. 

Q. When you were with Arthur Andersen & Company, 
was Eastern Minnesota Power Corporation under your 
supervision ? 

1537 A. Eastern Minnesota Power Corporation [was 
under my supervision for a certain period of ybars 
while I was in the New York office. 

Q. Was it under your supervision at the time the amount 
in account 100.5 was written off ? 

A. May I correct that slightly? j 

Q. Yes. 
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A. The situation was that Eastern Minnesota Power Cor¬ 
poration at that time was owned by the Manufacturers Trust 
Company, or an affiliate, and my responsibility, as I recall, 
was more in a consulting capacity with the New York man¬ 
agement of the company. The actual audit work, as I recall 
it, was performed by other officers, so that my knowledge, 
therefore, was perhaps more of a secondary nature than 
if I had direct supervision of the audit. 

**••##• 

Q. Do you recall whether, in the year 1941, you were 
concerned with the affairs of Eastern Minnesota Power 
Corporation as a partner of Arthur Andersen & Company? 
I show you the annual report of that company 

1538 for that year, and more particularly the page show¬ 
ing the statement of income and the summary of 

surplus and the balance sheet with the note thereon for the 
purpose of assisting you in answering that question. 

A. In the year in question, Mr. Goldberg, I had returned 
to the Chicago office and therefore had no contact with the 
job in New York from the date on the opinion, which was 
performed in the Minneapolis office. Therefore I am cer¬ 
tain that I had nothing to do with the engagement. 

Q. In 1941 was there a resident partner in Minneapolis 
of Arthur Andersen & Company? 

A. I don’t believe so. I believe it was a resident man¬ 
ager. 

Q. Do you know who the partner was whose responsibility 
it was to supervise the audit of Eastern Minnesota Power 
Corporation ? 

A. The resident managers of offices are considered 
principals, and are given responsibility for supervising their 
own work. That does not mean that partnership consulta¬ 
tion would not be made available to them on any matter that 
they wished to have it. 

Q. Mr. Grady, I think it might be helpful to you if you 
have before you, in connection with the questions I am 
about to ask you, a copy of your further direct testimony 
so that you may have the precise question to which 

1539 you responded before you. 
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A. I believe the copy I have has been so changed except 
for possibly one question. 

Q. If you have a satisfactory copy before you, that 
will do. ! 


Referring to question and answer on pages 12581 and 
1259 of the transcript, lines 12 through line 2, respectively, 
does the hypothesis that the Arkansas Commission has full 
jurisdiction over the rates covering at least 90 per ceijit of 
the business of Arkansas Power and Light Company have 
any bearing on the opinion you expressed in making the 
answer you have made? 

A. Yes, it has a very material bearing. 

Q. Now, will you explain what that material bearing is? 

A. The assumption given me in the question referred to is 
that the Arkansas Commission has full jurisdiction over 
rates covering at least 90 per cent of the business of Arkan¬ 
sas Power and Light Company, that it has made allowance 
in the company’s rate base for any amount segregated in 
account 100.5, and permitted the company to earn a fair 
return thereon. Those assumptions to my mind clearly 
indicate that the Arkansas Commission would have the full 


effective power and authority on whether or not the items in 
question had continuing value, and since they had tfeen 
determined to have legitimate cost as well as value, then it 
was my opinion that any order requiring a writei-off 
1540 would be in violation of generally accepted account¬ 
ing principles for the simple reason that as I see it, 
your concepts of accounting have to be based on either cost 
or value. 

In the assumptions you have given me, it seems to me t!hat 
the Arkansas Commission has the full say-so over whether 
or not value does continue to exist. So, I believe any account¬ 


ing treatment which would go below both value and cost 
would have no accounting support. J 

Q. You have answered on the basis of the total assump¬ 
tions in the question. My question was directed to bne 
assumption alone, and that is the assumption that at least 
90 per cent of the business of Arkansas Power and Light 
Company—the assumption that the Arkansas Commission 
had full jurisdiction over the rates covering at least 90 ter 
cent of the business of Arkansas Power and Light Company. 
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Addressing yourself to that assumption alone, does it 
have any bearing on the opinion you expressed! 

A. Yes, it has a very material bearing. 

Q. Now, will you explain how that assumption alone, 
without regard to the other assumptions in the question, has 
a material bearing on your opinion ! 

A. It is my opinion that jurisdiction over rates of what¬ 
ever segment of business you may be dealing with neces¬ 
sarily carries with it the power to determine whether 
1541 or not an item of intangible of unlimited term has or 
does not have continuing value. 

Q. Do I correctly understand that you say as long as you 
hold the view that as a legal matter, the accounting control 
rests in the Commission with full jurisdiction over the rates, 
that as an accountant expressing an accounting opinion 
that legal premise precludes you from saying that another 
order requiring write-off or amortization of the so-called 
unlimited term intangible is in conformity with generally 
accepted principles of accounting! 


1542 The Witness: The point of real significance, Mr. 

Goldberg, to me as an accountant in passing upon 
whether or not the order of a second Commission is or is not 
in conformity with accepted principles, goes to the ques¬ 
tion of whether or not value is maintained as a result of 
assumptions given me in this question; however, they 
might properly be described. 

• •••••• 

1544 Q. You assume in the answer you made that the 
Arkansas Commission has the power, if it regulates 
90 per cent of the business of Arkansas Power & Light Com¬ 
pany, to determine what the accounting is going to be for 
100.5 under the Federal Power Act! 


1545 The Witness: My assumption did not carry to the 
point of determining which Commission or whether 
both have jurisdiction over the accounting matters, Mr. 
Goldberg. 
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Q. Aren’t you saying in your answer that because the 
Arkansas Commission has treated the amount one way 
and has jurisdiction over the rates covering at least 90 
per cent of the business of Arkansas Power & Light Com¬ 
pany, another Commission cannot treat it any other way 
without violating generally accepted principles of account¬ 
ing? Aren’t you saying that? 

A. Yes, I have said that, and I will be glad to tell you why 
if you want me to. 

Q. Go ahead. 

A. Accounting in the first place is predicated on 
1546 cost, and you only depart from that basis if you have 
a rather strong and conclusive happening of economic 


significance which causes something else to come into being 
which should be recognized. That second thing ordinarily 
is some consideration of value. 


Under these circumstances in a regulated industry it 
seems to me that control over rates for a given segment of 
business necessarily carries with it control over whether or 
not the item has continuing value. If a finding of value, and 
the determination has been made by a Commission having 
jurisdiction from a rate making viewpoint over a segihent 
of the business, which in fact sustains and protects value in 
this kind of item, it seems to me that an accounting regula¬ 
tion by another Commission that that item should be written 
off merely as a matter of accounting is wholly meaningless. 
In other words, I think accounting should follow value when 
it departs from cost. If it goes to something else it seems 
to me it is merely arbitrary action, regardless of who it is 
taken by. 


Q. Have you assumed that control over rates carries vyith 
it control over the accounts to the exclusion of the others? 


A. No. I have assumed that it carries control over value 
and it is my opinion that accounting should be determined 
in relation to whether or not value is or is not preseht if 
you are considering departing from costs. 

1547 Q. Have you assumed that a Commission having 
jurisdiction over 90 per cent of the business has (Con¬ 
trol over the determination of whether 100 per cent of the 
intangibles in Account 100.5 have continuing value? 
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The Witness: That was part of the assumptions given to 
me in this question, Mr. Goldberg. There was one assump¬ 
tion as to control, and it goes, “And that it has made allow¬ 
ance in the company’s rate base for any amount segregated 
in Account 100.5 and permitted the company to earn a fair 
return thereon.” 


Q. Well, whether it is in Mr. Barber’s question or 
1548 not, the fact remains that you did rest your answer 
on that assumption. 

A. That is correct. 

*•#•••• 

1550 Q. Assume that a regulatory commission with 
jurisdiction over 10 per cent of the company’s busi¬ 
ness, or rather, over the rates comprising 10 per cent of the 
company’s business, holds a hearing, an accounting hearing 
similar to this proceeding, and after hearing determinations 
on the facts there shown that the amount in Account 100.5 
is of limited term and should be written off, and orders the 
write-off. Incidentally, at that time there is no order out¬ 
standing regarding rates or accounting by that company of 
a State Commission having jurisdiction over the rates com¬ 
prising 90 per cent of the company’s business. 

With respect to the order requiring amortization of the 
intangibles which on the showing before that Commission 
it had been concluded were of limited term, would you say 
that order is in conformity with the generally ac- 

1551 cepted principles of accounting? 

A. Certainly, Mr. Goldberg, I would be unable to 
state that it was contrary to generally accepted accounting. 
As a matter of fact, I think most of the examples that were 
dealt with in these annual reports were of that character. 

Q. Now, then, let us assume after the order has been 
issued the State Commission enters upon a rate hearing 
which extends to the accounting matters of the company as 
well, and the State Commission having this jurisdiction over 
the rates comprising 90 per cent of the company’s business 
concludes that the intangibles in Account 100.5 are of con- 



791 


tinuing value, includes them in the rate base, makes no pro¬ 
vision for their write-off, and prescribes the fair rate of 
return for the company, and embodies all those requirements 
in an order. With the issuance by the State Commission of 
that subsequent order would the order of the first Commis¬ 
sion be in conformity with generally accepted principles of 
accounting? j 

A. Under the conditions given me in your question I think 
the subsequent action by the Commission having jurisdiction 
over the large segment of the business and having found 
real value and having said that it is of a continuing najture 
and should not be amortized, I think that establishes the 
value as a matter of fact and thereby creates a set of fjacts 
that is so different from the other accounting order that the 
accounting order would be contrary to those facts and 
1552 therefore contrary to generally accepted accounting 
principles. 

Q. You mean the accountant can no longer certify that the 
first Commission’s order was in conformity with generjally 
accepted accounting principles. Is that right? 

A. I don’t see how he could because you have departed 
from both cost and value on something which the Commis¬ 
sion which has control over value has said is unimpaired 

Q. Doesn’t this follow from what you have said: Wljiere 
a Commission with jurisdiction over the rates of onljf 10 
per cent of the company’s business issues an order which at 
the time it issues it is in conformity with generally accepted 
principles of accounting but may become contrary to gener¬ 
ally accepted principles of accounting by later action of a 
State Commission having jurisdiction over the business, 
over the rates of 90 per cent of the company’s business, that 
order when certified to as in conformity with generally ac¬ 
cepted accounting principles cannot be certified according 
to your view unqualifiedly—there must be included an [ex¬ 
planation that it is in conformity with generally accepted 
accounting principles only until the Commission with juris¬ 
diction over 90 per cent of the business acts? Doesn’t that 
follow from what you said? 

A. No, I don’t believe so. There may be time enough 
to deal with it when the event occurs. It may neyer 






792 


1553 Q. Then the order of the Commission with juris¬ 
diction over only 10 per cent of the business is valid 
when made but may become invalid through subsequent 
events as an accounting matter? 

The Witness: I intended to change the word “valid,” 
anyway, because I do not think it is in line with my answer 
to the previous question. In the facts first given me I said 
I was unable to say that the accounting action pursuant to 
the order of one Commission was not in accordance with 
generally accepted accounting principles, but that after 
the introduction of the subsequent assumptions arising out 
of the actions and valuation found by the second Commis¬ 
sion, I believe that introduces facts which would cause you 
to say that it was contrary to accepted accounting prin¬ 
ciples. 

1551- Q. Do you mean to say that where there is an order 
outstanding under the circumstances I outlined in 
the hypothesis first given to you this afternoon, the account¬ 
ant cannot certify to the amortization of the intangibles as 
in conformity with generally accepted accounting principles 
until he knows what action the Commission with jurisdiction 
over 90 per cent of the business will take regarding the 
intangibles? 

A. No, I have not said that. 

Q. Could the accountants, absent knowledge of what the 
State Commission with jurisdiction over 90 per cent of the 
business would do with the intangibles, or conclude about 
them, certify that the write-off is in conformity with gen¬ 
erally accepted principles of accounting, which write-off was 
made upon a showing before the Commission issuing that 
order that the intangibles were of limited term? 

A. That is the same question that I said he would not be 
in a position to take an exception. 

Q. Does that mean that he could affirmatively state that 
was in conformity with generally accepted principles of 
accounting? 

A. He could use the usual unqualified type of opinion 
which was read into the record this morning. 

Q. But as soon as the State Commission acted and deter¬ 
mined that they were of continuing value, you say he would 
then have to indicate in the statement that the first 
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1555 Commission’s order was contrary to generally ac¬ 
cepted principles of accounting? 

A. That is my belief. 

Q. So that the first Commission’s determination and find¬ 
ing that the asset does not have continuing value becomes 
meaningless when there has been a rate determination which 
includes the intangibles in the rate base on the finding that 
it does have continuing value. Is that right? 

A. I think that is right. I should add as to that portion 
which the second commission has jurisdiction and control 
over. 

Q. In other words, you are saying the second commission’s 
finding would affect only that part of the amount in 100.5 
which is within the jurisdiction, but would have no bearing 
on the amount in account 100.5 under the jurisdiction of the 
first commission. Is that right? 

A. If those were the facts. 

Q. Yes. | 

A. That part of the amount proved to be allocable to one 
segment of the business which was under the jurisdiction of 
one commission and the other was applicable to the other 
segment which was under the jurisdiction of the other com¬ 
mission. 

Q. Suppose a portion of the amount in 100.5 was common 
to the operations and under the jurisdiction of both Com¬ 
missions. Could you certify that the determination by 

1556 each of the commissions is in conformity with gen¬ 
erally accepted principles of accounting when the 

first one upon the showing before it determined it had not 
continuing value and was therefore of limited term and the 
second one, on the showing before it, determined that it did 
have continuing value and was of unlimited term ? 

The Witness: The point of departure from accented 
accounting principles in my opinion is where the one com¬ 
mission insists on the writing ofF of those elements of value 
over which the other commission has control to the point 
that there is no question that it can sustain the value of the 
item. 

Q. But in the illustration I have given you the amount in 
100.5 is common to the operations subject to the jurisdic- 
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tion of each of the commissions. We know of situations like 
that. 

Now, with respect to the first commission, upon the show¬ 
ing before it, it determined that it was of limited term and 
ordered amortization. Subsequently the second commission, 
in a determination before it, concluded that it had a con¬ 
tinuing value and ordered its retention on the books. The 
first commission excluded it from the rate base. The second 
commission included it in the rate base. 

Now, then, are each of the orders in conformity with 

1557 generally accepted principles of accounting or is only 
one of them, and which one ? 

A. As I have said, I believe the one which requires a writ¬ 
ing off of an asset, the value of which depends entirely on 
the action by the other commission, is going beyond the facts 
both from the standpoint of cost and value, and it is that 
point that I- 

Q. (Interposing:) Mr. Grady, that is not my assumption. 
One does not have jurisdiction over that common element to 
the exclusion of the other. 

A. As I understand your assumption, you have given me 
three- 

Q. (Interposing:) The item is used in the business subject 
to the jurisdiction of each of the states, each of the commis¬ 
sions. 

A. May I ask: From your assumption I understood that 
there were certain portions which were identifiable with one 
phase of the business entirely, certain portions identifiable 
entirely with the other phase of the business, and then a 
middle area which was common to both. 

Q. Yes, treating now with the item common to both, and 
with respect to that item common to both we have conflicting 
determinations and conflicting treatment in the rate case, 
my question now is are they both in conformity with gener¬ 
ally accepted principles of accounting and, if not, 

1558 which one is and why? 


The Witness: The important accounting criteria in my 
opinion are what portion of that common element the 
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second commission which has found continuing value 

1559 in fact has the power and authority to sustain by the 
allowance of a return on the investments. 

Q. Let’s make it 50-50. 

A. To the extent that the second commission’s order re¬ 
quires the write-off of the 50 per cent the State Commission 
has full authority to maintain, I think that is contrary to 
generally accepted accounting principles. 

Q. Suppose each may deal with 100 per cent of the item 
common to both. 'What is your answer? j 

A. That is equivalent to making the whole thing common. 

Q. That is right. Each commission has jurisdiction With 
respect to 100 per cent of that common element. 

A. If in that case the Commission finding that there was 
continuing value was undiminished and should not be amor¬ 
tized, had the authority to sustain the level of rates which 
in fact would maintain that value, then I don’t believe tjiere 
is any loss in value which would warrant departure from 
cost. 

Q. Suppose the other Commission had authority to main¬ 
tain the level of rates which excluded that common item.l Is 
it your statement that where each of them is acting only 
within their sphere of jurisdiction, and lawfully so, that as 
a matter of accounting you cannot say that both orders!are 
in conformity with generally accepted principles of ac¬ 
counting. i 

# # * * # • • | 

I 

1560 The Witness: To the extent that the second cbm- 
mission orders the elimination of an investment 

which in fact, by reason of the jurisdiction of the first cbm- 
mission, has value, then to that extent I believe that Ithe 
accounting order of the second commission is contrary to 
accepted accounting principles because it results in a write¬ 
off at least in part of an item which is fully supported ffom 
the viewpoint of cost and value. 

Q. Does it make any difference in your thinking which 
commission acts first? 

1561 A. No. I think it would be true—I don’t see that 
the time factor between the actions makes any <jif- 
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ference. The important thing to me is whether there is or 
is not value and it seems to me that that question goes to the 
authority to maintain a level of earnings with respect to 
whatever segment of the business the Commission has 
authority over. 

Q. But with respect to this item, shall we say, of $100,000 
which is subject to the jurisdiction of each Commission, 
common in nature, each one has full jurisdiction over that 
$100,000 in the matter of fixing rates; one of them includes 
it in the rate base and determines that it has continuing 
value and the other does not and concludes that it is a lim¬ 
ited term intangible and orders it written off, and each one 
has within its lawful authority the authority to maintain 
the level of earnings at the levels it fixed in its rate order, 
and does so, is it your statement that one of the orders is 
contrary to generally accepted principles of accounting 
and the other is not* 

1562 The "Witness: I don’t see how each of them can 
have full jurisdiction for rate-making purposes. 

Q. Do you mean that you cannot cope with the assump¬ 
tions I have given you because you cannot conceive of such 
a situation and are, therefore, unable to answer my ques¬ 
tion? 

A. I cannot conceive of a situation, Mr. Goldberg, where 
all of account 100.5 would be applicable to the intra-state 
business over which a State Commission would have control 
and would at the same time all be applicable to the inter¬ 
state business over which the Federal Commission might 
have control. 

Q. I was speaking not of the entire account 100.5 but 
when I gave you the $100,000 that was only a portion of the 
amount in account 100.5. There was a portion, as you said 
earlier, associated with the one state’s business, another 
portion associated with the other commission’s business, 
and then there was yet a third portion associated with 

1563 the business of each of the Commissions. Now, with 
that explanation, can you answer the question? 

A. I still cannot see where, as a matter of fact, there 
would be an area which can truthfully be said to be a part of 
the interstate business and also wholly a part of the intra- 
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state business. It seems to me that one or the other com¬ 
mission is maybe a little bit in error. 

Q. And that would not depend upon accounting principles 
but that would depend upon legal consideration. Is that 

right ? 

A. It certainly would not be accounting. 

Q. Suppose, instead of the Arkansas Commission having 
jurisdiction over rates covering at least 90 per cent of the 
business of the Arkansas Power and Light Company, in that 
question on page 1258, the hypothesis had been jurisdiction 
over the rates covering only 33 per cent of the company’s 
business. Would your answer have been the same? 

A. It would have been the same, Mr. Goldberg, as to that 
portion of the intangibles included in account 100.5, 

1564 which the 33% per cent authority clearly has the full 
authority to maintain. 

Q. Then you are saying that even when you took the as¬ 
sumption of 90 per cent you were likewise limiting your an¬ 
swer to the intangibles which it could be said are subject 
exclusively to the jurisdiction of the Arkansas Commission. 
Is that right? 

A. That is right. 

Q. Is it your view, in answering the questions on pages 
1258 and 1259, that accounting jurisdiction is dependent 
upon the scope and extent of the regulatory commission’s 
jurisdiction over rates? 

• ••*••• 

The Witness: My answers to the question did not go to 
the question of jurisdiction of accounting, Mr. Goldberg. 

1565 Q. You didn’t concern yourself with the question 
of whether accounting jurisdiction and its scope de¬ 
pends upon the scope and the extent of a regulatory com¬ 
mission’s jurisdiction over rates? 

A. The answer as to whether or not the write-off of this 
intangible investment that we have been talking about, 
whether it is or is not in accordance with accepted account¬ 
ing principles, I think goes to the fact of whether there is or 
is not in fact value. I think the accounting should follow 
that value determination whether it is done by the company, 
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the Commission, or is passed upon by an independent ac¬ 
countant. 

Q. You did not intend to direct yourself by your answers 
on pages 1258 and 1259 to the scope of the second commis¬ 
sion’s authority to deal with the accounts of the utility. 

The Witness: No as to the first two questions, Mr. Gold¬ 
berg. The third question- 

Q. (Interposing): About the primary financial accounts. 

A. I think does get into that. 

1566 Q. There you did? 

A. And that is where I was having some trouble 
following your line of questions. 

Q. I see. You have said that with respect to the intan¬ 
gibles in account 100.5, the commission with jurisdiction 
over 90 per cent of the business would control the question 
of whether the second commission’s treatment of the in¬ 
tangibles conforms to generally accepted accounting prin¬ 
ciples. Isn’t that a fair statement, that is to the extent— 
let me limit it by this—that the Arkansas Commission’s 
order goes to the intangibles associated with the business 
subject to the jurisdiction of the Arkansas Commission. 
With that addition isn’t that a fair statement? 

The Witness: That is the effect of it, Mr. Goldberg. I 
think it goes through a couple steps there, but I am willing 
to take the steps with you. 

Q. Yes. I was trying to short-cut it. You would apply 
that principle, would you not, not only to the intangibles in 
100.5, but to the tangibles in 100.5 and to the amounts 
recorded in 100.1,100.2,100.3 and 100.4. Isn’t that so? 


1567 The Witness: I assume this carries still your 
reservation, your further explanation which was put 
into the first question. 

Q. Yes. 

A. On that basis, yes, it certainly applies to the tangibles 
the same as the intangibles. 
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Q. And it applies to the amounts in 100.5 as well as to 
all other accounts? j 

A. Yes. j 

Q. Let us assume that the Arkansas Commission hag jur¬ 
isdiction over 100 per cent of the company’s business and 
over all of the company’s rates, and it determines the treat¬ 
ment to be accorded for accounting purposes and for rate 
making purposes the amounts in Accounts 100.1 through 
100.5. 

Another Commission, without any rate jurisdiction What¬ 
soever but solely with jurisdiction over security transac¬ 
tions by the company, mergers or acquisitions of property 
and related matters, orders accounting treatment of the 
accounts at variance from that ordered by the Arkansas 
Commission. Under those circumstances is the order oft the 
second Commission which has no rate jurisdiction at 
1568 all in conformity with generally accepted principles 
of accounting? 


• ••*#*• 


The Witness: I cannot answer general specification as 
merely at variance. You will have to tell me what kind of 
variance you are talking about. 


Q. Add to the hypothesis I gave you that with respect 
to amount in 100.5 the intangibles are determined 
1569 by the State Commission to have continuing value 
and are included in the rate base. The second Com¬ 
mission which has no jurisdiction at all over any rates of 
the company determines that the amount in 100.5 does hot 
have continuing value and orders its amortization, conced¬ 
ing that it is of limited term, intangibles are of limited term. 
Now can you answer it? 


A. I think that order causing the write-off of those ele¬ 
ments of continuing value which are fully supported by tjhe 
rate of return allowed by the Commission having jurisdic¬ 
tion over the business of the company would be contrary to 
accepted accounting. 
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Q. And that would go to all of the amount in Account 
100.5 because the second Commission had no rate jurisdic¬ 
tion at all. Isn’t that so? 

A. If all of the amount in 100.5 were in fact supported by 
the other Commission? 

Q. At transcript page 1259 you used the term “primary 
financial accounts.” What do you mean by primary finan¬ 
cial accounts? 

A. I mean the company’s official corporate financial ac¬ 
counts as reflected in its general ledger and as used for all 
corporate purposes. 

Q. The definition of primary financial accounts by the 
phrase “official corporate accounts” still leaves me some¬ 
what in the dark. I wonder if you can for my benefit 

1570 tell me what you mean by those terms. How do we 
know what are the official corporate books of the pri¬ 
mary financial accounts? What is there about them? 

A. The corporation being a creature of the state with lim¬ 
ited liability and all the other characteristics that go along 
with it has an obligation to keep orderly sets of accounts 
reflected in the general ledger which will set forth the status 
of its financial position and results of operations to show its 
assets and liabilities. The official primary accounts are 
ordinarily those accounts reflected in the company’s gen¬ 
eral ledger. 

Q. What is it that makes them official? Maybe that will 
help you. 

A. Possibly you are asking me for a legal conclusion 
there. Possibly the “official” might relate to accounts 
legally kept by the properly authorized officers under the 
terms of the bylaws and whatever other corporate rules are 
in existence which are binding upon the officials of the 
company. 

Q. It is not really an accounting concept? 

A. Well, I think it is an accounting concept, but by that 
I do not mean to say that legal considerations may not also 
he involved. 

Q. We cannot talk about something being official in the 
abstract. You will agree with that. It is official in 

1571 relation to some office or in relation to something, 
is it not? 
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A. That is right. 

Q. Now, then, when you speak of the official corporate 
books of the Arkansas Power & Light Company, to whajt do 
you relate it? It is official in relation to what? 

A. Well, primarily those things that I have just said. I 
have in mind the types of things that I have already re¬ 
ferred to. I do not know that that is an all-inclusive list- 

Q. Well, in determining in this case what are the official 
books, what do we take into consideration ? Have you given 
any thought to that? 

A. Well, it is so much a matter of common acceptance 
that it is like defining a lot of things that we use every day 
to the point that the expression itself becomes its own jbest 
definition I think is one reason I have difficulty with ifj. I 
I believe every corporate type of enterprise has one major 
or primary set of accounts, and it is somewhat revolting to 
the accounting mind, at least, to contemplate having more 
than one set. 

Q. This primary set that you referred to may or may 
not be official in relation to a certain purpose. Is that right ? 

A. I think it is official in relation to the general purposes, 
general corporate purposes, Mr. Goldberg. There are, of 
course, various kinds of records, possibly some of them are 
not even accounting records which might be very 
1572 necessary for the company to keep. By “ primary ” I 
meant those records which contain what is called in 
accounting the company’s primary accounts, major assets, 
liability, and operating- 

Q. (Interposing): When in this case you speak about 
Arkansas Company’s official corporate accounts, do you 
intend to refer there, did you intend to characterize as ithe 
official corporate accounts the books, or the accounts which 
may be kept in accordance with the State Commission’s 
order? 

A. The State Commission order might have some bear¬ 
ing. I was going back of that. Even if you had no State 
Commission or Federal Commission, I think the company 
would have as a corporate entity responsibility to keep a 
primary set of financial accounts, so that I was relating it 
to that phase of the situation rather than a particular regu¬ 
latory phase. 
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Q. Are we to understand from your answers, I think on 
page 1259, that compliance with the order of the Arkansas 
Commission and with the other regulatory commission in 
the primary financial accounts would not be in conformity 
with some generally accepted principles of accounting? 

A. Well, I have said in the answer to this question that 
I just don’t see how it can be done. 

Q. Well, my question goes to principles of accounting. 
Did you intend to say that compliance in the primary finan¬ 
cial accounts with both orders would not be in conform¬ 
ity with some generally accepted principles of account¬ 
ing? 

1573 A. Question of conformity with generally accepted 
accounting of course, goes to the particular points 

with which we are dealing. 

Q. That is something else. I am now dealing with where 
the entries are to be made. You did not intend in that answer 
to say that there are generally accepted principles of ac¬ 
counting which preclude compliance with both orders in the 
primary financial accounts, did you? 

A. No. I think that probably goes to a legal matter and 
not an accounting matter. I might say I would hope the 
lawyers would listen to a little accounting advice before 
they jump off. 

Q. If I recollect correctly, West Penn Power Company 
is one of the clients of Price, Waterhouse & Company 
which is under your direct supervision. Is that right? 

A. The actual audit is performed by our Pittsburgh office, 
but I review the form of the statements with New York 
officials. 

Q. Let me direct your attention to the annual report of 
West Penn Power Company for the year 1946, and more 
specifically to note “A” on page 18. Will you just read 
that to yourself? 

1574 Mr. Goldberg: I think my associate is correct 
that it possibly should go into the record since ques¬ 
tions will be based on it. May I suggest to the witness that 
he read it into the record so all of us can hear it. 

The Witness: Note A: “In the annual report to stock¬ 
holders of West Penn Power —”- 
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Q. (Interposing:) Note A to the balance sheet? 

A. Consolidated financial statements. 

Q. All right. 

A. Note A from the annual report for 1946 reads as 
follows: 

“Property plant and equipment comprises electric gen¬ 
erating stations, transmission lines and distribution sys¬ 
tems, real estate, intangibles, etc. Pursuant to orders 
issued in 1945 by the Pennsylvania Public Utility Commis¬ 
sion and the Federal Power Commission, the electric plant 
accounts have been adjusted to give effect to the original 
cost provisions of the Uniform System of Accounts adopted 
by these Commissions as a result of ‘original cost’ adjust¬ 
ments; electric plant contains an item of $4,228,010.23 in 
account 100.5, Electric Plant Acquisition Adjustments, the 
major part of which is being amortized by charges to in¬ 
come over a period of 15 years from January 1, 1^45 
(balance at December 31,1946, $3,656,161.27 after de- 
1575 ducting reserve for amortization) with the right 
in the company of acceleration at any time durjing 
such period either through charges to income or to earned 
surplus. j 

“In this connection the Pennsylvania Public Utility Com¬ 
mission ordered that the periodic charge to the income ac¬ 
count be made to operating expenses with the concurrent 
reduction in account 100.5, whereas the Federal Power 
Commission ordered that such charge be made as an in¬ 
come deduction, with a concurrent credit to reserve for 
amortization of electric plant acquisition adjustments. This 
amortization is included under income deductions and re¬ 
ports to the Federal Power Commission and under operat¬ 
ing expenses in the reports to others than the Federal 
Power Commission. ’ ’ j 

There is another sentence to the note which states as 
follows: ! 

“Miscellaneous property represents chiefly land acquired 
for future hydro-electric development.” 

Q. Now, then, Mr. Grady, you know, do you not, that 
both the Pennsylvania Public Utility Commission and the 
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Federal Power Commission have required amortization of 
the amount in account 100.5? 

A. Yes. 

Q. And you know, also, do you not, that the Penn- 

1576 sylvania Commission directed the charges to be 
made to operating expenses or to account 505 ? 

A. Yes. 

Q. And you know that the Federal Power Commission 
ordered the charge to be made to income or account 537, 
with a concurrent credit to account 252, which is entitled, 
“Reserve for Amortization of Electric Plant Acquisition 
Adjustments”? 

A. That is correct. 

Q. Is that right? 

A. Yes. 

Q. Price, Waterhouse & Company are the auditors of 
West Penn Power Company, are they not? 

A. That is right. 

Q. And they have stated, have they not, that the accounts 
of West Penn Power Company are in conformity with gen¬ 
erally accepted principles of accounting? 

A. That is correct. 

Q. Without qualification? 

A. That is correct. 

Q. Is West Penn Power Company keeping two sets of 
books ? 

A I have not seen the books but it is my opinion that they 
are not keeping two sets from the explanation that is given 
in the note. 

Q. As a matter of fact, you know, do you not, that 

1577 the entries for both commissions are kept in what 
you have referred to as the primary financial ac¬ 
counts, or the other term you used, the official corporate 
books of account? 

A. I would not interpret it that way from the note, Mr. 
Goldberg. 

Q. If they are not keeping two sets of books, then they 
have only one primary set of accounts, haven’t they? 

A Yes, and it is my understanding from what is said 
in the note that the accounts, I get the implication without 
seeing it in so many words, that the accounts follow the 
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Pennsylvania Commission order but that the Federal t’ower 
Commission report is filed on a different basis. Of course, 
all that is involved is shifting from one expense account 
to another expense account. 

Q. Matter of making a report to the Federal Power Com¬ 
mission may be no more than taking off from one set of 
books the appropriate figures and making the report to the 
Commission? Is that right? j 

A. That is right. 

Q. That is probably what is done here ? 

A. That would be my understanding from reading the 
note. 

Q. Do you know how many additional accounts West 
Penn had to create in their primary financial accounts to 
comply with the orders of both Commissions? 

A. I have not seen the books. 

1578 Q. Don’t you know that they had to add only one 
account, account 252? Do you know that? 

I 

• « • • • • • | 

I 

The Witness: The 252 is the reserve ordered by the Com¬ 
mission. 

Q. Yes. 

A. I don’t know that they have any such account. 

Q. Doesn’t the note that you read tell you that they had 
only to add one additional account to their primary finan¬ 
cial accounts to comply with both commission orders^ and 
that was account 252 ? 

A. May I just check the wording again ? 

Q. Yes. 

A. That is correct. The explanation here indicates 
that there is a reserve, so that on rereading it, it sdunds 
to me like they have followed the Federal Power Conjimis- 
sion in its primary accounts as to the reserve and followed 
the Pennsylvania Commission as to the expense item. 

Q. As to 505 and 537 you know, do you not, that!they 
handled it through one account which bears two titles^ Ac¬ 
count 505, Pennsylvania Public Utility Commission; 

1579 Account 537, Federal Power Commission. You know 
that, do you not? 
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A. I don’t recall that I did know that specifically. I 
may have heard of it at one time. It does seem to me, 
refreshing my memory here, that I do recall now that the 
reserve was handled as per the order of one commission 
and expense account pretty much as per the order of the 
other commission as to location in reference to the general 
code of accounts. 

Q. All of the entries necessary for compliance with both 
commission orders are reflected in the primary financial 
accounts of West Penn Power Company. Isn’t that so? 

A. That is correct. 

Q. And it is in conformity with generally accepted prin¬ 
ciples of accounting, isn’t it? 

A. Yes, it seems to me that one commission has given 
a little bit and the other commission has given a little bit 
to the point where the accounting has been made possible 
within the one set of accounts. 

Q. And it is wholly in keeping with the concept of 
double-entry bookkeeping because all of the accounts are 
controlled by the general ledger. Isn’t that so? 

A. There is no problem of dealing with the matter in this 
set of circumstances, Mr. Goldberg. 

Q. That is not my question. 

• •••••• 


1580 The Witness: I started to say merely this further: 

Had the Pennsylvania Commission said, “You can¬ 
not set up this reserve; you have got to reduce the account 
100.5” and had the Federal Power Commission taken ex¬ 
actly the opposite position, then I don’t know how you could 
have met both orders within the same primary set of 
financial accounts. 

Q. Now, answering my question, compliance is being had 
with conflicting orders of two commissions without the use 
of memorandum accounts. Isn’t that so? 

A. In a sense this reserve has become a type of memo¬ 
randum account from the viewpoint of the Pennsylvania 
Commission, they having taken the position originally that 
100.5 should be reduced. 


807 


Q. All of the accounts of West Penn Power Company, 
including those for compliance with the conflicting orders 
of both commissions, are controlled by the general ledger, 
are they not? 

A. Yes. 

Q. And when accounts are controlled by the general 
ledger they cannot be memorandum accounts. Isn’t that 
correct? 

A. No, that is not correct. 

1581 Q. You mean memorandum accounts are controlled 
by the general ledger? 

A. I think perhaps we may be running into some difficulty 
on possible distinction between what might be meant by 
memorandum accounts and what might be meant by sub¬ 
accounts, Mr. Goldberg. 

Q. I would like to have you enlighten me. 

A. Since we have already got this case in the record, 
let us deal with this. 

Q. All right. 

A. Let us deal with this reserve item. Looking at it from 
the viewpoint of the Pennsylvania Public Service Commis¬ 
sion it would regard the acquisition adjustment accounts 
from a net viewpoint. However, it has permitted physical 
transcription on the records of the gross amount, appar¬ 
ently, with a separate account to reflect the reserve to meet 
the viewpoint of the Federal Commission. 

From the viewpoint of the Pennsylvania Commission, I 
think that the general ledger, their general ledger concept, 
would be that they are dealing with the net amount and 
the account broken into two elements, one larger than the 
net amount and the other a credit item, both of which! rep¬ 
resent what I believe should be more properly characterized 
as subsidiary accounts to the one main principal account, 
100.5. 

Q. Are you saying that account 252 is a memo- 

1582 randum account? 

A. That is the way it would be regarded by the 
Pennsylvania Commission—no, not a memorandum account; 
a subsidiary account. 
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Q. It is a subsidiary account which is part of the pri¬ 
mary financial books of account. Is that right? 

A. Yes, which, however, for purposes of the Pennsyl¬ 
vania Commission, would all be classified under account 
100.5. 

Q. If you were to eliminate account 252, could you take 
off a trial balance which would balance ? 

A. Not unless the balance of this item had been netted 
against the amount shown in the 100.5. 

Q. In other words, it is an account like the other account 
which is fully tied into and controlled by the general ledger. 
Isn’t that so? 

A. Yes, it is an integral part of the general ledger. Ques¬ 
tion arises whether it is fully a separate account or merely 
the credit side of a different account. 

Q. As a matter of fact, reserve accounting is optional 
under the Federal Power Commission System of Accounts. 
The company could have made the credit directly to the 
account 100.5. Isn’t that right ? 

A. I am dependent upon the wording of the footnote which 
states that the Federal Power Commission ordered the 
charge to be made to income deductions with a con- 
1583 current credit to reserve for amortization. So that 
so far as the audit is concerned, I don’t believe it was 
optional. 


Q. Will you define memorandum accounts for us ? What 
is the ordinary meaning among accountants ? 

A. I believe the ordinary meaning among accountants 
by the use of “memorandum accounts” would be either that 
contra accounts were set up in the ledger which are definitely 
identified as one being an offset to the other, and for memo¬ 
randum purposes only, for purposes of record and which 
should usually be one applied as an offset to the other in 
taking off financial statements. 

Q. They are not controlled by the general ledger nor 
an integral part of the general ledger ? Isn’t that so ? 

A. They are in it. 

Q. Physically they are in it? 





809 


A. They are physically in it, but by the terms recorded in 
the face of the accounts ordinarily there are instructions as 
to how they shall be dealt with in the financial state- 
1584 ments. 

Q. In taking off a trial balance, memorandum ac¬ 
counts may be and are ignored and you can take off a per¬ 
fectly proper trial balance reflecting your official corporate 
books of account; isn’t that so? 

A. If you agree that they are in fact memorandum ac¬ 
counts ; yes, sir. 

Q. In other words, they are not controlled by the gen¬ 
eral ledger. 

A. I have a little trouble going along with that. 

Q. They don’t need to be controlled by the general ledger. 

A. No, they could be in a separate binder. 

Q. From an accounting viewpoint, is it your testimony 
that all the needs of the Arkansas Commission cannj>t be 
met by memorandum accounts ? 


The Witness: I don’t recall the point in my testimony 
where I said that, Mr. Goldberg. 

1585 Q. I know you don’t. You talked only abouj; the 
Federal Power Commission. I want to talk about the 
Arkansas Commission now and its needs. Is it your testi¬ 
mony that its needs cannot be met by memorandum accounts ? 

A. I think it is possible to meet the needs of any regu¬ 
latory commission insofar as supplying information is 
concerned- 

Q. (Interposing:) Does that complete your answer? 

A. Well, insofar as supplying of information by the use 
of memorandum accounts. 

• • * # • • • ! 


1586 Q. In testifying as you have in this case regarding 
compliance with conflicting orders of Commissions, 
particularly as it relates to compliance in the primary 
financial accounts, have you given consideration to the 
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responsibilities and duties of the Federal Power Commis¬ 
sion as reflected in the Federal Power Act? 

A. No, I have not. 

Q. I think you will agree with me that price levels today 
are at the highest point in the history of the country. 

A. That is my understanding. I am not an expert wit¬ 
ness on the matter. 

Q. In view of that fact, would not an accountant be justi¬ 
fied in assuming, even in the absence of a valuation, 

1587 that a valuation based upon today’s price levels would 
be in excess of the amount reflected on the books for 

the properties of electric utilities. 

A. You are talking about reproduction value? 

Q. Replacement value at today’s price levels, if you will. 

A. Replacement values, certainly. 

Q. Assume that an insurance company was incorporated 
in Illinois and that the requirements as to the premium re¬ 
serves in that state are 20 per cent. Assume further that 
the same company does business in Wisconsin and that its 
requirements as to reserves are 30 per cent. Assume still 
further that the requirements of each of the states go to all 
of the insurance business written by the company and are 
not limited to the amount of business written in each respec¬ 
tive state. Do you know whether, as a matter of accounting, 
the insurance company has to meet the conflicting require¬ 
ments of both states ? 

Witness: No, I don’t know, Mr. Goldberg. 

• •••••• 

1588 Q. You conceive of it as a legal question; is that 
right? 

A. I am not very well versed in the insurance field. 

Q. Do you think accounting principles has anything to do 
with it? 

A. The legal reserves you are talking about, insurance 
reserves, I think that characterizes the element. Account¬ 
ing may be involved in a determination of the status, but 
I just can’t answer your question because I don’t know 
enough about it. 

Q. Suppose accountingwise the company has to meet 
the requirements of each state. Can you tell us how it would 
do it? 
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The Witness: I don’t have enough knowledge of the 
insurance reserve problem to answer the question. 

Q. Assume that it has to meet the requirements of each 
state. 

A. I don’t know what the requirements are. !You 

1589 will have to tell me that first. 

Q. Twenty per cent in one state and 30 in the other. 
A. What does 20 per cent mean? Twenty per cent of 
what and in relation to what? 

Q. I said it was requirements as to premium reserves. 
May I ask you the question now? 

Q. Perhaps we can bring it closer to home. Assume that 
a company is incorporated in Delaware and is registered in 
the State of New York for the purpose of carrying on busi¬ 
ness in that state. Assume further that the company reac¬ 
quires some of its stock. Assume still further that under 
Delaware law the stock so reacquired can be deducted from 
the stock outstanding, but that under New York law the (post 
of the stock so reacquired would have to be charged to earned 
surplus. How would you handle that in the accounts? 

• • • * • • * j 

1590 The Witness: This is a matter on which the ac¬ 
counting has to rest on legal interpretations, so that I 

would need legal advice on it. If the assumptions given 
me- 

Q. (Interposing): Without charge I will advise you 
that the company has to comply with the requirements! of 
each state. Now I say to you as an accounting matter you 
pick it up from there. 

A. It always has been my understanding with respect 
to the reacquisition of stock, Mr. Goldberg, that the state 
of incorporation determined what happened with regard 
to the treatment in the official set of accounts and 

1591 in the financial statements. 

Q. Right now you have consulted me. 

A. Maybe I am learning something. 

Q. Right now you have consulted me and I have givjen 
you legal advice that there must be compliance with the 
requirements of each state, and on that assumption vt{ill 
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you give me the answer to the question, from an accounting 
viewpoint, how you would resolve the conflict in the ac¬ 
counts. 

A. Based on the supposition that you have given me, I 
believe that the official set of accounts should be deter¬ 
mined by the requirements of the State which gives birth 
to the corporate entity, and I would seek by explanation 
to tell what the status might be if I were required to give 
the status of the company with respect to other require¬ 
ments that it might have to fulfill. I don’t see how you 
could do it both ways in the accounts and in the financial 
statements. 

Q. You cannot conceive of how you could handle it in 
one set of accounts for both states. Is that right ? 

A. No. I believe that the state of incorporation would 
determine the official treatment and the other state would 
have to be dealt with by explanation. 

Q. Why do you give preference to the state of incorpo¬ 
ration ? 

A. That is the originating source of the corporate powers, 
and I should think it would he more determinative 
1592 of the corporate affairs, even extending to the matter 
of life or death if there were a violation. 

Q. Isn’t that really legal considerations rather than ac¬ 
counting considerations ? 

A. I think probably it is. 

Q. All right. Suppose the Arkansas Power and Light 
Company were incorporated in the State of Maine, but does 
business in Arkansas. Would it have to keep its accounts 
in accordance with the state which gave its origin, or is that 
a legal question? 

A. I think that gets down to a legal question. 

Q. Isn’t it a fact that when faced with these conflicts, 
management usually follows the strictest requirements? 

A. I don’t believe I can generalize on that. 

Q. If you look down at the bottom of page 32 of your 
prepared testimony, which appears on transcript 1059, you 
there state that the Federal Power Commission has held 
in the Northern States Power Company opinion (No. 138) 
that the official corporate accounts must be kept in accord¬ 
ance with its orders. 
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Are you saying that the opinion uses that language, “Offi¬ 
cial corporate accounts”? 

A. I don’t have the order before me, but I thought it said 
something certainly very close to that. Otherwise I should 
not have used it. 

1593 Q. I have combed the order and opinion and cannot 
find that phrase. 

The Witness: I was not quoting because I have not used 
quotation marks, but- 

Q. (Interposing): You felt that is what it meant? 

A. The description made tended to make it the official 
corporate accounts. 

Q. If the Arkansas Power and Light Company keeps 
what you have referred to as its official accounts in accord¬ 
ance with the Arkansas Commission order, and memoran¬ 
dum accounts for the Federal Power Commission, when 
payment of dividends is before the directors of the Arkansas 
Power and Light Company, simply because the official cor¬ 
porate records are kept in accordance with the Arkansas 
Commission’s order, are you saying that the directors tyill 
not be under the necessity of deciding the effect of the mem¬ 
orandum accounts on the question of the payment of divi¬ 
dends in the light of the provisions of Section 305(a) of the 
Act which I show you ? 

1594 The Witness: Mr. Goldberg, I think question j of 
payment of dividends is a legal question. I can read 

this into the record if you wish me to do so. 

1595 Q. You are not to be understood as saying that 
the directors could ignore the effect of the memo¬ 
randum accounts and of the Commission’s statute, Federal 
Power Commission statute, in considering the payment of 
dividend simply because their so-called official corporate 
accounts are kept on the basis of the Arkansas Commis¬ 
sion’s order? 

A. I don’t think they could ignore any law which is bidd¬ 
ing upon them. 

Q. Regardless of how their accounts are kept. Isn’t 
that so ? 

A. That is right. 
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Q. Suppose the Federal Power Commission controls the 
dividend policies of the company, that is the extent to which 
they have earnings available for dividends, standards 
under the Federal Power Act are controlling. The com¬ 
pany keeps its official corporate books, so-called, in accord¬ 
ance with the Arkansas Commission order, as a result of 
which earned surplus is $1,000,000, let us say. On the basis 
of the memorandum accounts kept for the Federal Power 
Commission there is no earned surplus. For the purpose 
of the determination of whether the company is in a posi¬ 
tion to pay dividends without violating the standards of 
the Federal Power Act, which are the official books as you 
have used the term? 

A. I haven’t attempted to say, Mr. Goldberg, 
1596 whether the official set of accounts are those de¬ 
manded by the Arkansas Commission or those de¬ 
manded by the Federal Power Commission. I think that 
is a legal problem. Therefore, I am unable to answer the 
last question. 

Q. In other words you are saying that you are not here 
to be understood as having testified that the accounts which 
are presently being kept by Arkansas Power & Light Com¬ 
pany in accordance with the Arkansas Commission orders 
are necessarily the official corporate books of account. That 
is a legal question which you are not undertaking to pass on. 


Q. Is that right? 

A. That is right. I am merely attempting to point out 
that as an accountant if you are required to have two dif¬ 
fering sets pursuant to orders by two Commissions, each 
claim that they have authority over the determination of 
which is the official set, then as an accounting problem I 
think you have got quite a dilemma. I don’t know 
1597 how to solve it for you from an accounting stand¬ 
point and I am simply trying to point out those 
difficulties. 

Q. Relating to Question Number 23 and your answer 
thereto, which appears on pages 34 and 35 of your prepared 
testimony and transcript pages 1061 to 1063 of the tran¬ 
script, assuming the differences posed by the questions 
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which Mr. Barber put to you, would it be possible an 
accounting matter for the company to account for the plant 
acquisition cost as determined by the Federal Power Com¬ 
mission and at the same time provide subdivisions of 
the accounts to provide the Arkansas Commission with in¬ 
formation which it might require in regulating the intra¬ 
state aspects of the company’s operations? 

I 

The Witness: Yes, it could provide the information re¬ 
quired, Mr. Goldberg. In doing so that would mean that 
it had written off elements of intangible investment which 
pursuant to the Arkansas Commission order had real value 
and to that extent I think, as I testified before, the account¬ 
ing action would be contrary to accepted accounting prin¬ 
ciples, but the accounts could be constructed that tvay 
through memorandum accounts, and full information! as 
to the status of the accounts under the other order cciuld 
be shown. j 

Q. In the answer to Question Number 23 which iap- 
1598 peared on pages 34 and 35, or 1061 through 1063 of 
the transcript, you outlined certain proposals. 
Would those proposals appear in the primary financial Ac¬ 
counts? 

A. These would be subdivisions of Account 100.5, that is 
of that portion of Account 100.5 which would add up to the 
total unlimited term intangibles. On rechecking the an¬ 
swer it seems to me I have dealt with the whole of Account 
100.5 and therefore the subdivision referred to would be 
sub-accounts of account 100.5. j 

Q. On page 35 of your prepared testimony, which tes¬ 
timony also appears on pages 1062-63 of the transcript, yjou 
speak of regulatory responsibilities. When you refer ! to 
regulatory responsibilities there you did not intend to be 
understood as saying that you were aware what those reg¬ 
ulatory responsibilities were? 

A. No, not all of them. 

Q. Is it your view that a regulatory commission may 
order only those accounting adjustments which are man¬ 
datory under generally accepted principles of accounting? 

A. No. 

Q. Do you consider that a regulatory commission’s 
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powers respecting accounting are as limited as those of a 
public accounting firm? 

A. No, the powers of the public accounting firm are lim¬ 
ited to expressing its opinions. 

1599 Q. Let’s assume we have a street railway com¬ 
pany. It converts from trolleys to buses. The old 

street railway investment continues in the rate base and 
the company is continuing under its old rate base. Does 
that mean that the abandoned street railway cars are not 
to be charged off in the accounts? 

The Witness: In the assumption given me it is stated 
that physical properties are no longer in existence. Under 
those conditions I believe they should be retired from the 
accounts. I have some difficulty of conceiving of a situa¬ 
tion where regulatory commission would allow them to have 
continuing value in a rate base. 

• ••*••• 

Q. You have heard of regulatory lags, I am sure. 

A. That was not the assumption that you gave me. 

Q. You said you had difficulty conceiving of it. I am 
merely helping you out in conceiving it. 

A. I understood the question, Mr. Goldberg, to say it was 
allowed in the rate base. 

1600 Q. The company continued under its old rate 
base. I may have misled you. That is possible be¬ 
cause sometimes the Commission does not get around that 
rapidly to fixing a new rate base. Isn’t that so? 

A. Well, the fare may have been unchanged, but I don’t 
think that that necessarily follows that the rate base con¬ 
tinues. 

Q. If there has been no new rate case the earnings of 
the company are based upon the street railway property, 
are they not? 

A. No, I don’t think so. 

Q. Are the trolleys or buses in the rate base when the 
last rate case was had when the company was a street rail¬ 
way company? 

A. They were at that time, at the time the fare was set. 
The fare may or may not have changed, but I don’t think 
that that means the rate base necessarily may not change. 
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Q. When they retired the street railways physically 
and installed buses, and operated a bus transportation Sys¬ 
tem but have had no new rate case and have not changed 
their rate schedules, are you saying that the rate bpe 
then includes the new buses? 

A. I am simply saying that you have had no determina¬ 
tion of a rate base since the last time of the determination. 
You have no present determination of the rate base. 

1601 Q. Suppose part of the investment in Account 
100.5 represents payments from franchises in exdess 

of their original cost? What is the appropriate accounting 
for that excess under the Federal Power Commission’s 
system of accounts ? Would it help you if you saw Account 
302? 

A. I assume you don’t wish me to read the whole provi¬ 
sion. 

Q. No, you don’t have to read it in the record. That was 
just to assist you in refreshing your recollection as to the 
provisions of the account. 

A. Well, Account 302 provides generally that it shall 
include amounts paid to government bodies in connection 
with the granting of franchises, consents or certificates run¬ 
ning for whatever terms they run. 

1602 Q. What is the appropriate accounting for the ex¬ 
cess in the light of those provisions ? May it j be 

capitalized? 

A. Taking your assumption that they have- 

Q. (Interposing:) Paid for franchises in excess of orig¬ 
inal cost, that is my assumption. 

A. You mean they bought only a franchise? 

Q. I meant the payments in 100.5 represent payments 
for franchises in excess of their original cost. Under {he 
Federal Power Commission System of Accounts, may they 
capitalize that excess over original cost? 

A. Dealing with an acquisition of an operating prop¬ 
erty? 

Q. Yes. 

A. It is my understanding that under those conditions 
excess cost which you under the facts you have given jne 
you said was paid for the franchise would go in 100.5. 
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Q. Does the Federal Power Commission System of Ac¬ 
counts permit capitalization for payment of the excess over 
original cost of a franchise, do you know? In the light of 
account 302, doesn’t it have to be written off and therefore 
not go into account 100.5? 

A. I would interpret the wording of paragraph “b” to 
mean the acquisition of a franchise alone, which I did not 
understand was the case you were giving me. 

Q. Yes. My assumption was the payment in excess of 
original cost for the franchise, the type of franchises 

1603 whose original cost is reflected in account 302. 

A. Under the terms of paragraph “B”, the utility 
is permitted to capitalize only the cost paid- 

Q. (Interposing:) Only original cost? 

A. The cost paid the government entity. 

Q. That is right. The excess could not be capitalized 
then. Is that right? 

A. That is right if it is definitely identifiable with the 
franchise. 

Q. Here is one I should have asked you a long time ago: 

You have spoken of continuing value in relation to so- 
called unlimited term intangibles. How have you used that 
phrase “continuing value”? Have you used it in the sense 
of continuing usefulness to the utility, or in existence? 
Is that the sense in which you use it! 

A. I said unlimited-term type of investment which I 
believe was defined in very early testimony as being more 
or less the types of items coterminus with the enterprise. 
In the latter part of your question you deal with value. 
The determination of value, of course, would not be one for 
accounting. 

Q. To you unlimited term intangibles are those of con¬ 
tinuing value. Is that right ? 

A. Yes, of no particular limited term. 

Q. So you use “continuing value” in the sense of 

1604 continued existence. Is that right? 

A. That is right. 

Q. Assume that company A has determined that prop¬ 
erty recorded on its books at a cost of $1 million has a value 
of $2 million. Assume that it records that appraisal of 
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$2 million in its books. Is that recording of the additional 
million dollars on the books a write-up? 

A. Yes, that is ordinarily termed write-up. 

Q. Assume that a state commission includes that amotint 
in the rate base in a rate case. Assume that another 
commission decides that the write-up is not cost and orders 
the disposition thereof to surplus. Is that order of the 
second commission in conformity with generally accepted 
principles of accounting? 

The Witness: I believe returning to cost, having said 
previously that corporate cost is the generally accepted 
basis of carrying fixed assets, I should think that a return 
to that cost could not be described as being contrary to 
generally accepted accounting principles. 

Q. If I had in my assumption used the write-up of in¬ 
tangibles from $1 million cost to $2 million, your answer 
would still be the same, would it not? 

1605 A. That is correct. 

Q. Does the inclusion of that amount in the rate 
base, the write-up in my first assumption, give it the status 
of cost? 

A. No. I believe it gives it the status of value. 

• • ♦ • • • • | 

Q. You have just testified that the inclusion of the amount 
in the rate base does not give it the status of cost. 

A. That is correct. 

Q. You have testified that it gives the amount a value. 
Is that right? 

A. That is correct. 

Q. My question is: Since it has no status as cost, how 
does including it in the rate base give it value ? 

A. Cost is an entirely different concept from value, Mr. 
Goldberg. They may be the same at the date of acquisi¬ 
tion, or may be presumed to be the same, hut costs and value 
are just two different concepts. 

Q. Then this follows, does it not: Even though it has the 
status of value, the requirement that the write-up 

1606 be eliminated from the accounts is not contrary to 
generally accepted principles of accounting? 

A. No, I don’t believe so. j 
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Q. Suppose a utility retires a substation by removing 
it physically, but it fails to retire it on the books. In a rate 
case it is not discovered that the substation has been retired, 
and the cost of that substation is included in the rate base. 
Does the substation, by reason of the inclusion of the cost 
in the rate base, have continuing existence! 

A. No. It seems to me that an error has been made. 

Q. In other words, we must distinguish between a physical 
asset itself and the dollar representation on the books. 
Isn’t that so? 

A. That is absolutely so. 

Q. In other words, the dollar representation on the books 
does not give it continued existence, nor does the inclusion of 
such dollars in the rate base. 

The Witness: I don’t see that it has any connection be¬ 
tween dollars and existence. 

Q. Then your answer to my question is that I am right, 
neither the representation of those dollars on the books nor 
the inclusion of the dollars in the rate base gives the 

1607 substation continued existence. Isn’t that so? 

A. Obviously. 

Q. Nor do the earnings on those dollars allowed in that 
rate base give the substation continued existence. Isn’t 
that so ? 

• •••••• 

The Witness: Based on the assumption that you gave me 
that the substation was gone, it is still gone. 

Q. And if my example had related to intangibles, your 
answers would have been the same. Isn’t that so, non-ex¬ 
istent intangibles not given existence by inclusion in the rate 
base nor by earnings on them, that is the dollars represent¬ 
ing their cost ? 

A. I think, Mr. Goldberg, if it can be determined with 
the same general type of finality that is possible in the 

1608 substation that the intangibles are gone, and that it is 
an error that they were included, that I would answer 

the same way I did with respect to the substation. 

Q. You have assumed in your testimony in this case that 
the Arkansas Commission did not err in determining that 


the intangibles in account 100.5 had continuing value, 
haven’t you? 

A. I took the assumptions as given to me in questions. 

Q. That involved the further assumption that the Ar¬ 
kansas Commission did not err? Is that right? 

• • * • • • • ! 

| 

Q. In other words, you assumed that the facts were as 
found by the Arkansas Commission. Isn’t that right? i 

A. I assumed the facts that I was asked to assume in 
the particular questions placed to me both by counsel for 
the respondent and by yourself. 

Q. Haven’t you testified in this proceeding that 
1609 you have assumed that the facts as found by| the 
Arkansas Commission were the true facts ? 

A. I don’t recall any such testimony. 

Q. Would the question of whether the Arkansas Commis¬ 
sion erred or did have a bearing on the testimony you have 
given in this case? 

A. No. 




Q. In other words, it makes no difference to your answers 
as to whether or not it is a fact- 


Q. (Interposing:) —that the Arkansas Commission cor¬ 
rectly concluded that the amounts in account 100.5 were 
assets of continuing value ? 

* • * • * • • 


1610 Q. Are the proposals outlined on pages 34 ancj 35 
of your prepared testimony which appears on pages 
1061 to 1063 of the transcript tied into the general ledger find 
controlled by the general ledger? 

A. Yes, those would all be subdivisions of account 100.5. 

Q. In other words, you could not take off the trial bal¬ 
ance without considering those accounts. That is what you 
intend. Is that right? 

A. The controlling account would be account 100.5, and 
these would be subdivisions of that account. 
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Q. A trial balance would involve giving consideration 
to the accounts you propose ? 

A. Yes, that was my suggestion. 

1611 Q. Would they be part of the System of Accounts? 
A. Well, if you mean are they provided for by the 

Uniform System of Accounts, no. They are my suggestions 
of further subdivisions which might be used within Account 
100.5 merely in order to deal with the matters that are dealt 
with, that might be dealt with on different bases by two 
Commissions, each interested in the subject. 

Q. You have not related your proposal, then, to the Uni¬ 
form System of Accounts as prescribed by the Federal 
Power Commission. Is that right ? 

A. Well, the Uniform System of Accounts I believe calls 
for Account 100.5 and does not provide specifically for any 
organized or formalized further sub-accounts. 

Q. Do you know how many accounts Arkansas Power & 
Light Company keeps ? 

A. No, I do not know anything about their accounts. 

••••••• 

1612 Q. Do you have a financial interest in any utility 
companies, Mr. Grady? 

A. No. Well, none to speak of. I think I have maybe 
three or four shares of stock in utilities which at one time 
paid stock dividends, and somehow or other I failed to get 
rid of them. I think the aggregate amount would be less, 
would have a market value perhaps of less, than $100. 


Redirect examination. 

3338 By Mr. Barber: 

Q. At page 1116 of the record, the following question 
was asked: 

“Q. And insofar as you were relating your testimony 
to the order of the Arkansas Commission, you were 
not saying that write off or amortization of excess was 
not in conformity with generally accepted principles of 



823 


accounting, but simply that in your opinion the 
practice is to retain the excess in the accounts?” 


best 


3339 and as your answer here appears, it r eads: 


“A. That is right.” 


As I understand it, Mr. Grady, that relates to your testi¬ 
mony, your answer to Question 19 which appears on pages 
1057 and 1058 of the record in which, with reference to the 
question whether an order requiring immediate write-off or 
amortization of the intangibles included in Account l<j)0.5, 
you state that in your opinion such an order would be a 
violation of generally accepted and sound accounting prin¬ 
ciples. 

Did you intend by your answer, as it appears on page 1116 
to qualify your answer to Question 19? 

A. I did not intend to qualify the answer to Question 19, 
and the answer to 19 is the appropriate answer. 


« 


3340 Q. I call your attention to the question and answer 
which appear at page 1435 of the record, lines 18 to 

25, where, in answer to the question: 

“And you would say the same with respect to jap- 
proval by regulatory authorities of the acquisitions, 
would you not? 

your answer as it now appears reads: 

“Well, I would say that the approval by the regula¬ 
tory authority should carry with it an obligation to 
deal with the matter again by that same or whatever 
successor regulatory authority existed on a denial basis 
before you would have grounds for writing off the in¬ 
vestment from an accounting standpoint.” 

Is that your full answer, Mr. Grady, and, if it is, what did 

you mean by the word “denial” as it there appears? 

A. I meant that under the circumstances given to 

3341 me there should be a subsequent objective valuation 
proceeding by the regulatory authority, which should 
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determine whether or not there are grounds for writing off 
the investment from an accounting standpoint. 

Recross-examination. 

By Mr. Goldberg: 

Q. When you testified this morning, Mr. Grady, that the 
answer to Question No. 19, which appears on page 1058 of 
the transcript, is the appropriate answer, do you mean that 
it is the appropriate answer to Question 19? 

A. It is the appropriate answer to Question 19 and also 
to the subsequent question. 

Q. Are you saying that the same answer you gave at 
transcript page 1058 to Question 19 is the answer that 
you wished you would have given to the question at 
transcript page 1116, which you answered, “That is right”? 

A. In substance, the same answer, yes. 

Q. But you do not deny that the answer that you did give 
to the question at lines 2 to 7 of transcript page 1116 is the 
answer that appears at line 8? 

A. No, I do not deny that, Mr. Goldberg. I made 
3342 the answer. 

Q. I know you are fully familiar with Accounting 
Bulletin No. 24 and what it says, and I think we can agree, 
can we not, that based upon what Accounting Bulletin No. 
24 states, it may be fairly stated that with regard to the 
treatment of so-called unlimited term intangibles, there is 
more than one generally accepted practice from an account¬ 
ing viewpoint? 

A. Yes, I think Bulletin 24 says that. 

Q. And one of the generally accepted practices there set 
forth is the writing off of so-called unlimited term intan¬ 
gibles even when the value is unimpaired, is that so ? 

A. Yes, I believe that is so. 

Q. So that if such a practice were being followed, while 
you might not feel it is the best or soundest practice, 
you could not say, from an accounting viewpoint, that the 
practice is not in accordance with generally accepted prin¬ 
ciples of accounting, isn’t that so? 

A. You could not say that in a general case, Mr. Goldberg. 
In the case of the assumptions given, which was based on the 
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Arkansas order, namely that the element of unlimited term 
intangible has a bona fide cost and it is fully supported 
as to value by the Commission having jurisdiction jover 
most of the business of the company to the point where its 
authority can really give value to the item, and where 

3343 that Commission has held the intangibles should not 
be written off, then I think you have a set of circum¬ 
stances where it can be said that writing off by another 
authority or by the management is contrary to generally 
accepted accounting practice? 

Q. I personally feel that you are writing an amendment 
to Bulletin No. 24. Let’s see if that is not the case. You 
personally feel that there isn’t any such qualification ex¬ 
pressed in Accounting Bulletin 24 in connection with the 
statement by the bulletin that it is an accepted practice to 
write off or amortize intangibles of so-called unlimited tferm, 
even when the value is unimpaired, isn’t that so? 

A. Well, that is so. Accounting bulletin 24 simply does 
not carry itself to the point, I believe, of determining what 
accounting should be followed where interest between par¬ 
ties might be adversely affected. I think it is the possible 
adverse effect between interested parties that carries with it 
a need for much more precise determination of the account¬ 
ing than would exist under general circumstances where the 
interests of the parties is not affected. 

Q. Isn’t that a consideration which is apart from the field 
of accounting? j 

A. I don’t believe so, Mr. Goldberg. 

Q. Well, there is nothing in Accounting Bulletin 

3344 No. 24 which is supposed to deal with the field of 

accounting as set forth in generally accepted prin¬ 
ciples of accounting that suggests such a qualification, is 
there? j 

A. There is nothing in that specific bulletin, Mr. Gold¬ 
berg, no. 

Q. So you have got to go outside of the pronouncement of 
the American Institute of Accounting as to what are gen¬ 
erally accepted principles of accounting in order to make the 
answer you made just a moment ago about the adverse 
interests between parties, or something to that effect, isn’t 
that so? 
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A. No, I don’t think you go out of it. I think you really 
invoke probably the basic principle of accounting, which gets 
back to the paragraph in Accounting Research Bulletin 
No. 1, which you quoted to me very much earlier in the pro¬ 
ceeding, that the—well, would you like to have it in the rec¬ 
ord at this point ? 

Q. If you wish, I have no objection to your reading it. 

A. The particular paragraph that I have in mind, taken 
from Accounting Research Bullentin No. 1, says: 

“The Committee regards corporation accounting as 
one phase of the working of the corporate organization 
of business which in turn it views as a machinery 
created by the people in the belief that, broadly 

3345 speaking, it will serve a useful social purpose. 

3346 The test of the corporate system and of the spe¬ 
cial phase of it represented by corporate ac¬ 
counting ultimately lies in the results which are pro¬ 
duced. These results must he judged from the 
standpoint of society as a whole, not from that of any 
one group of interested parties. ’ ’ 

I think it is fundamental to accounting that where the 
interest of the parties is affected that you have got to hew 
rather closely to the line to be certain that the accounting 
in and out of itself does not unfairly affect the interest of 
any particular party. 

*####•• 

Q. When you have been speaking of the interests 
3347 of parties, what parties have you been referring to? 

A. Well, in these circumstances where you have a 
regulatory concept based on prudent investment, heavy re¬ 
liance is necessarily placed on accounting of the utility, 
not only in the determination of the rate base, but 
in the determination of its revenues, expenses, and income 
available for return on the rate base. 

Under these circumstances, accounting may have a sub¬ 
stantive effect in the distribution of benefits and costs be¬ 
tween the interested parties. 

Q. Who are these interested parties? 
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A. Well, among the interested parties I would classify 
the customers, the investors, the employees, and perhaps the 
Government. 

Q. Would you say that Accounting Bulletin No. 24, in 
expressing the opinions therein contained, does not invoke 
the basic principles of accounting that you spoke of T 

A. No, I wouldn’t say that. I don’t believe it carries the 
point quite to a set of circumstances where the accounting 
would affect the interest between parties. I mean regula¬ 
tion is one place where it might be affected. The cost-plus 
type of contract between the contractor and the Govern¬ 
ment would be another example where the circumstances! are 
such that conservatism per se simply would not be appli¬ 
cable, and therefore the accounting, in my opinion, 
3348 should be required to hew much more definitely to the 
line in order that no unfairness will be done between 
any interested parties. | 

Q. Aren’t all those elements taken into account when a 
generally accepted principle of accounting is set up? It is 
evolved out of experience, is it not? 

A. It is evolved out of experience, but that experience in 
the ordinary commercial setting as to accounting qhite 
often does not affect the interest of parties. For example, 
you would be writing off good will in the commercial field, 
which we explored at some length. I mean that usually <?an 
have no bearing on the interest of parties—of different 
parties. j 

Q. I think you agreed with me during your cross-exami¬ 
nation that Accounting Bulletin No. 24 has application! to 
the industrial situation as well as the utility situation; and, 
in fact, that in your direct testimony you had relied upon it 
for your testimony regarding the utility situation, isn’t 
that so? 

A. Yes, that is so. 

• •••«*• j 

Q. And is this not a fact, that in your testimony tljiis 
morning you have been concerned with the ability to say 
that the writing off of so-called unlimited term intangibles 
is in accordance with generally accepted principles of Re¬ 
counting where fully supported by value, and that here, 


i 
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as you conceived of it, a regulatory commission gave 
3349 it value and was fully supported by it, isn’t that so? 


Witness: Can’t you amplify that a little bit more for me? 

Q. Yes, I think I can. It isn’t the best-phrased question 
in the world. 

As I understood your testimony this morning, you have 
expressed the opinion that because you believe the so-called 
unlimited term intangibles were fully supported by value, 
that you could not say that the writing off or amortization 
of the so-called unlimited term intangibles was in accord¬ 
ance with generally accepted principles of accounting, 
isn’t that so? 

A. I have said that whereas in the case of the 
3350 assumption that was given to me, the regulatory au¬ 
thority had held that the full amount should be re¬ 
tained and no part of it amortized. 

I have pointed out previously, I think, in cross examina¬ 
tion that there are two ways of dealing with the unlimited 
term intangibles from a regulatory viewpoint. One would 
be to retain it as an investment with no amortization; and 
the other would be to have a diminishing investment with 
an allowance as an expense item of the write-down. I have 
said, I am sure, that both of those practices would be ac¬ 
ceptable and that in my opinion the accounting should fol¬ 
low the regulatory and rate determination of the treatment 
of the item, simply because of the significance of regulatory 
and economic processes there to the utilities’ affairs. 


3351 Q. In view of the fact that Accounting Bulletin No. 

24 recognizes that even where there is value, writing 
off or amortization of intangibles of so-called unlimited 
term is in conformity with generally accepted principles 
of accounting, you have had to rest your view that it is not 
in conformity with generally accepted principles of ac¬ 
counting on an assumption relating to the rate-making 
powers of a State commission, isn’t that so? 

A. That is so. 
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Q. Something which is entirely apart from Accounting 
Bulletin No. 24? 

A. Well, I don’t believe it is apart from Accounting 
Bulletin No. 24. I think accounting must always consider 
the purposes, and where the purposes are closely 

3352 related to interested parties, then I think it becomes 
a point of real significance that must be given con¬ 
sideration. 

Q. It is a qualification expressed by you which does hot 
appear in Accounting Bulletin 24 in that Bulletin’s state¬ 
ment of generally accepted principles and practices? 

A. That is right. I just don’t think they carried it to that 
point. 

Q. Certainly you feel that there was comprehensive and 
exhaustive consideration of the subject by the committee 
before it issued the Bulletin? 

A. Yes, I am sure it gives a lot of consideration to each 
Bulletin, like I am also sure that if you would like a state¬ 
ment of their opinion on accounting where the interested 
parties are affected, that they would cover the point that 
I have in mind. I merely thought that that particular bul¬ 
letin did not need to be extended to that point of detail, Mr. 
Goldberg. 

Q. Well, the interested parties are affected by what is 
stated in Accounting Bulletin No. 24, isn’t that so? 

A. I think in the usual commercial case there would be Jio 
interested parties affected, particularly by the type you are 
dealing with. 

Q. But you have applied the Bulletin to the public utility 
situation, and you said it applies, and therefore that Bulletin 
clearly deals with the parties and their interest that 

3353 you have been talking about, isn’t that so? 

A. I don’t think it does deal with a conflict of in¬ 
terest between the parties. 

Q. It deals with the interest of the parties, doesn’t it? 
All of the parties you have named—customers, investors, 
and so on, isn’t that so? 

A. I don’t believe Bulletin No. 24—I don’t recall any place 
where it talks in those terms. 

Q. You mean the Bulletin was written without regard to 



the propriety of the practices in reference to the interests 
of interested parties, is that what you mean to say? 


• •••••• 

3354 The Witness: Yes, I don’t believe that it carried to 
the point of assuming that the accounting treatment 

would adversely affect interested parties. 

Q. We understand that you are saying that these pro¬ 
nouncements in Accounting Bulletin No. 24 were enunciated 
in a vacuum, without regard to the effects that the practice 
has, and therefore the propriety of the practice in relation 
to interested parties, is that right? 

A. Well, I think I answered the question, if I understand it. 

Q. I don’t know that you did, and that is why I stated it 
as I just did in the last question. 

• ••«••• 

3355 The Witness: Well, I wouldn’t agree that it was 
written in a vacuum. I believe the answer to my pre¬ 
ceding question answers the rest of that question. 

Q. Mr. Grady, page 196 of Accounting Bulletin No. 24 re¬ 
flects, doesn’t it, consideration of interested parties where 
it is suggested that the procedure should be formally ap¬ 
proved preferably by action of the stockholders? 

A. The consideration of the interested stockholders by 
making that suggestion in relation to management policies. 
I do not believe that it extends to a consideration of the 
interest, between, we ’ll say, stockholders and customers, in 
any manner. 

Q. You think that they merely limited their concern to 
stockholders and were not concerned with the interest of 
consumers? 

A. I just don’t believe they carried it to that point, no. 

Q. Now, when you speak of the interests of consumers, 
how does consideration of that bear on whether the practice 
of writing off so-called unlimited term intangibles is or is 
not in conformity with generally accepted principles of 
accounting? 
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3356 The Witness: Well, anything which affects the rate 
base or expenses, Mr. Goldberg, for rate-making pur¬ 
poses would, of course, affect consumers, and where you 
have a prudent investment concept of rate making, it sebms 
to me that that accounting is so close to the rate-making pro¬ 
cedures that the accounting should follow as closely as 
possible the determinations for rate purposes. 

Q. How is the interest of the consumer affected? 

A. Well, if they are given charge—let me give you! an 
illustration. If taken away from the equity of the stock¬ 
holders without being thoroughly justified, or if your rates 
follow that closely, the consumer might get an unwarra 
benefit. I 

Q. That is your illustration of how the consumer’s interest 
is affected? 

A. Yes. | 

3357 Q. Now, directing your attention to the member^ of 
the Committee on Accounting Procedure, shown in 

Accounting Bulletin No. 24, you there have, have you hot, 
men who were fully aware of the regulated and unregulated 
situations, and the impact of the treatment of so-called un¬ 
limited term intangibles on interested parties, isn’t that so? 

A. I don’t think I can answer that, Mr. Goldberg. 

Q. Well, let’s take George 0. May, whose name is listed 
there. He is a member of the Committee, isn’t that right? 

A. He was at that time, yes. i 

Q. He testified in New York in the Arkansas Case, isn’t 
that right? 

A. That is right. 

Q. You consulted with him on his testimony and helpjed 
him with his testimony in that case, did you not? 

A. That is correct. 

Q. You would certainly say that he was fully aware of the 
interests of these parties that you have been talking about 
this morning, isn’t that so? 

A. Well, I think he could be fully aware of that and still 
not feel that a Bulletin of this type should be carried |to 
detail in dealing with a case. 

Q. But you would say, in expressing his opinion, he was 
certainly not unaware of the interest of the parties y<j>u 





speak of and of the impact of amortization of so-called 

3358 unlimited term intangibles even where a value actu¬ 
ally existed in actual situations, isn’t that so? 

A. Well, generally he is aware and knows of the point, 
Mr. Goldberg; whether or not it was in his mind at the time 
this was written, I don’t know. 

Q. Do you know whether Accounting Bulletin No. 24 came 
after the testimony in the Arkansas case? 

A. It is my impression that it did. That was December 
1944. 

Q. And did you- 

A. Pardon me. I don’t recall the date of the testimony. 

Q. Did you consult with Mr. Paton about his testimony in 
the Arkansas case? 

A. No, I didn’t. 

Q. You are familiar with that testimony, however? 

A. I think I may have read it at the time. 

Q. You would certainly say that Mr. Paton was certainly 
not unaware of the impact of amortization of so-called un¬ 
limited term intangibles upon the interest of the parties you 
have been speaking about? 

A. No, I would have no basis for saying that. 

Q. You wouldn’t have a basis for saying one thing or the 
other, is that what you are saying? 

A. No, I would think from his experience in the case 

3359 that he would be aware of it; but I should also think 
that he would not consider that the Bulletin should be 

carried to that point of detail for the purposes of illus¬ 
tration. 

Q. This is the Bulletin by which the accountants are to 
seek guidance, is it not? If an accountant has a problem 
and he says to himself, “Gosh, I just wonder if it is all right 
for me to certify this statement,” one of these bulletins— 
this particular one—is supposed to be for his guidance, is 
it not? 

A. Yes, I think it is hoped to have some usefulness from 
the standpoint of judgment guidance. 
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Q. You are aware that Mr. Horne testified in the Arkansas 
proceedings, are you not? Mr. Henry A. Horne? 

3360 A. Yes. 

Q. And he is a member of the Committee that got 
out this Accounting Bulletin No. 24? 

A. Yes, he was a member at that time. 

Q. Certainly you would have no basis for saying that he 
was unaware of the interests of the parties you are speak¬ 
ing about, and the impact on their interest of amortizing 
so-called unlimited term intangibles, would you? 

A. No, I would have no basis for saying that. 

Q. Would you say the same with respect to Mr. Bell, who 
is a member of the Committee, and who testified in this case? 
William H. Bell? 

A. Yes, I believe so. 

Q. And these other men who constitute that Committee 
whom I haven’t mentioned yet, are men of prominence in |he 
public accounting field and are members of firms having 
experience in commercial as well as public utility matters, 
isn’t that so? 

A. Well, as a matter of fact, most of them—looking over 
the list, Mr. Goldberg—with the further exception perhaps 
of Mr. Staub—I think they would have relatively little pub¬ 
lic utility experience. 

Q. There is Paul K. Knight. He is with Arthur Ander¬ 
sen, isn’t that right? 

A. Yes, but so far as I know he has never tested a 

3361 utility. 

Q. The firm he is with certainly has. 

A. Yes. 

Q. And certainly he must have come in contract with— 
from your own experience with that firm he must have come 
in contact with utility matters? 

**••••• 

i 

The Witness: It was very limited, up to the time I lift 
the firm. 

• ••#••• 
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Q. Now, Mr. Staub is a member of the firm of Lybrand, 
Boss Brothers and Montgomery, is he not? 

A. He was. 

• •••••• 

1615 William H. Bell was called as a witness, and after 
being first duly sworn, was examined, and testified 

as follows: 

Direct examination. 

By Mr. Barber: 

Q. Please state your full name. 

A. William H. Bell. 

Q. Where do you reside? 

A. Montclair, New Jersey. 

Q. What is your profession, Mr. Bell? 

• •••••• 

A. I am a certified public accountant. 

1616 Q. What, if any, position do you hold with the firm 
of Haskins & Sells ? 

A. I have been one of the senior partners of the firm of 
Haskins & Sells, for many years, but have partially retired. 

Q. Mr. Bell, how long has the firm of Haskins & Sells 
been practicing public accounting? 

A. Since 1895. 

Q. Who are some of the more important clients of your 
firm? 

A. General Motors Corporation, United States 

1617 Rubber Company, International Harvester Com¬ 
pany, the Hearst and Scripps-Howard newspapers, 

most of the beet sugar companies, a number of the railroads, 
a number of banks, many stock brokerage and investment 
houses, and a number of public utilities, including the 
Electric Bond and Share Company group. 

Q. Mr. Bell, please state what your educational training 
and professional experience have been. 
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A. I am a bachelor of commercial science of New ifork 
University, a master of commercial science of St. Lpuis 
University, and I have been connected with Haskins & Sells 
for thirty-nine years and have been a partner for thirty 
years. I am a certified public accountant of about thirteen 
states, including New York, New Jersey, Pennsylvania, 
Ohio, Missouri, Colorado and Maryland. My experience 
has been very general covering all branches of professional 
accounting practice and all kinds of business activities. 
During the last few years, I have probably devoted more at¬ 
tention to public utilities than any other one class of busi¬ 
ness. I have been active in technical committees of Pro¬ 
fessional societies for many years. 

Q. Mr. Bell, would it be fair to say that you have speci¬ 
alized in public utility accounting in recent years? 

A. Yes, it would. 

Q. What is the primary purpose of maintaining 
1618 corporate books of account? 

A. It seems to me that the primary purpose of 
maintaining any books of account is inherent in the concept 
of accounting; that is, accounting is the means of respond¬ 
ing to an accountability or responsibility. Any person who 
undertakes the management of affairs for others must make 
an accounting and for that purpose he keeps books of ac¬ 
count. It follows then that the primary purpose of keeping 
accounts is to account to the owners of the business as a mat¬ 
ter of stewardship. 

Of course corporate officials have responsibilities to 
others than the investors in the corporations, such as credi¬ 
tors and governmental authorities, but I should think:the 
matter of primary importance would be accounting to the 
owners of the business. It was essential to keep accounts 
for this purpose long before business was complicated! by 
these other responsibilities, and this purpose will continue 
though others may disappear. 

Q. In respect to the primary purpose, which you say is 
to render an accounting of stewardship, are there any: es¬ 
sential differences between the accounts of a public utility 
and those of an industrial ? 
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A. No, I don’t think so. The only difference that I can 
see between a public utility and an industrial is in other 
respects, in that a public utility is more or less a regulated 
industry and is commonly subject to a different 

1619 degree of governmental control. 

Q. Do you make any distinction between tangible 
and intangible property as to the need of accounting for 
an investment? 

A. No. It seems to me quite obvious that it is just as 
necessary to account for the money invested in an intangi¬ 
ble asset as in a tangible asset. 

Q. If an electric utility company has acquired a number 
of electric systems as going businesses for the purpose of 
consolidating them in a new and enlarged enterprise, is it 
possible to make a complete and accurate segregation be¬ 
tween the cost of tangible assets acquired and tbe cost of 
intangibles acquired? 

A. I should think not. It seems to me that the cost is 
based upon the buyer’s estimate of the over-all value of 
the property, comprising tangibles and intangibles, without 
attributing specific values to either, even though he may 
later put a dollar amount on each of the classes of assets ac¬ 
quired for general accounting purposes. That is to say, 
the recording of certain classes of assets at certain amounts 
may well be only conventional, and is necessarily on a 
somewhat arbitrary basis, certainly not purporting to be 
an absolutely accurate division of the purchase price. 

Q. In recording costs of acquired properties in the ac¬ 
counts of an electric public utility, what is the sig- 

1620 nificance of cost to former owners? 

A. To me it has only the very limited, rather 
academic significance indicated by the literal description. 
The important thing, it seems to me, is the valid cost to 
the present owner, not to any former owner. 

Q. Is there any generally accepted accounting principle 
or convention that compels a write-off or the amortization 
over a period of years of the prudent arm’s-length cost 
of an intangible asset having an indeterminate duration? 

A. If by “indeterminate” you mean that there is no 
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reason to believe that the asset will have a shorter] life 
than that of the enterprise, or that we cannot now see a 
limit to its life, in my opinion there is not, whether the 
concern in question is a public utility or an industrial. I 
feel quite certain that the most generally accepted view in 
this respect is that expressed by the American Institute 
of Accountants Committee on Accounting Procedure in 
Accounting Research Bulletin No. 24. This takes the posi¬ 
tion that such intangibles may be carried continuously un¬ 
less and until it becomes reasonably evident that their term 
of existence has become limited or that they have become 
worthless. 

Q. If the costs are those of a public utility company whose 
allowable charges for services and allowable earnings are 
subject to public control, and the public agency having 
jurisdiction over substantially all or approximately 
1621 90 per cent of the rates and earnings has found that 
the intangibles acquired by such costs had a value 
at the time of acquisition equal to the price paid for them, 
and that the intangibles are now actual assets of continu¬ 
ing value, and makes allowance for such costs in the Irate 
base and permits the company to earn a fair return thereon, 
is there any generally accepted accounting principle or con¬ 
vention that compels either an immediate write-off of these 
costs or amortization over a period of years? 

A. These conditions that you cite merely serve to make 
more emphatic the answer to the previous question, which 
was in the negative. I would even go farther and say that 
in the absence of an indication that the intangibles will not 
continue to be included in the rate base and the company 
will not be permitted to earn a return thereon, it would be 
absolutely wrong to either write off or amortize theim be¬ 
cause such write-off or amortization would result in an 
understatement of earnings and surplus. In most cases, I 
believe (as stated in American Institute of Accountants 
Bulletin No. 24 previously referred to) that it should jrest 
with the judgment of the management as to whether such 
intangibles are written off or amortized, but in a situation 
where a fair rate of return on the capital invested in £uch 
assets is practically assured, I believe that it would be 
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wrong to either write them off or amortize them. 
1622 Q. If, under the facts stated in the preceding 
question the regulatory agency were to require 
amortization of these costs over a period of years from the 
date of a finding of fair and reasonable rates in which the 
assets acquired were said to be actual assets of continuing 
value, would there be an apparent conflict between the find¬ 
ings concerning the status of the assets acquired and the 
required amortization of the cost thereof? 

A. I should certainly think so. I could understand a 
situation where a regulatory agency permitted inclusion in 
the rate base of the cost of the intangibles subject to amorti¬ 
zation, which would be treated as an operating expense, 
the treatment of the intangibles being the same as that of 
depreciable plant property. I cannot, however, conceive 
of a situation where after the regulatory agency having 
such rate jurisdiction finds the intangible assets to have 
continuing value and permits the company to earn on such 
value, that agency or any other could require the company 
to amortize the cost of the asset out of the allowable return 
consistent with accepted accounting principles. 

Q. Under generally accepted accounting principles and 
practices may a corporation have more than one set of offi¬ 
cial corporate hooks of account? 

A. In my opinion, it would be utterly impracticable and 
therefore unacceptable. 

1622-A Q. How do you distinguish between the official 
corporate books of account and the special accounts, 
such as those kept for income tax accounting, price control, 
or other regulation? 

A. A company may have memorandum accounts to show 
the basis of computation of depreciation, for example, for 
income tax purposes, or other memorandum accounts for 
equally special purposes, without affecting its fundamental 
status as to the amount of its assets, income, and surplus, 
which are vitally important. 

Q. Under generally accepted accounting principles and 
practices may a corporation have two sets of official cor¬ 
porate books of account showing different amounts of assets 




and of net income and surplus and treat each as having 
equal validity! 

A. It seems to me that the question as to whether a cor¬ 
poration can have more than one set of official corporate 
accounts with different amounts of assets and of net in¬ 
come and surplus is not so much one of accounting princ iple 
as of ordinary common sense. Let us assume that one set 
of accounts shows net assets of $100,000 and the other set 
of accounts shows $150,000; and the first set shows net 


income for the year of $10,000 and the other $15,000. j It 
seems obvious that for the purpose of taking action on the 
declaration of dividends and in reporting to in- 
1623 terested parties, such as the stockholders and credi¬ 
tors of the company, the management must adopt 
one of these sets of accounts as official and reject the other. 
Furthermore, aside from questions of internal manage¬ 
ment, there may well be questions of the valuation of jthe 
stock of the company for inheritance tax and similar pur¬ 
poses, in the determination of which a definite stand }ias 
to be taken as to which of the bases of accounting is to be 
recognized. 


There are any number of situations where more or less 
alternative methods or accounting may be used, and where 
the results may be quite materially different. For example, 
inventories of an industrial or mercantile concern mayj he 
valued on a first-in first-out or last-in first-out basis!; a 


parent company may or may not take into its accounts the 
undistributed earnings of one or more subsidiaries; in 
some concerns, income and expenses may be taken into ac¬ 
count on a cash basis or an accrual basis; property aban¬ 
doned may be written off at once or over a period of yehrs. 
As to all such differences the management of the company 
must take a decisive stand one way or another, not only for 
internal purposes but in its representations to the ownters 
of the business and others who may be interested. Tpen 
those interested may, if they like, make such adjustments 
of the reported figures for their own purposes as seemj to 


them desirable in order to enable them to reach their 
1624 own conclusions in the light of their own particular 
requirements or preferences. 



840 


But most outsiders do not have the knowledge or ability 
to make such analyses for themselves and are thus depen¬ 
dent upon the management and possibly, the independent 
accountant to act for them in selecting some one appropri¬ 
ate method of accounting and reporting. It seems obvious 
that if accounts are kept on two or more alternative bases 
the management may be influenced by expediency or whim 
in the selection of the particular method which is to he used 
for a particular purpose. In short, it is absolutely im¬ 
perative that there be only one set of official corporate ac¬ 
counts and that any attempt to have more than one would 
result in utter confusion. 

Q. In such a situation could an accountant certify to 
statements taken from more than one disparate set of ac¬ 
counts as showing the financial position or income of the 
company? 

A. Absolutely not. 

Q. You have said that in your opinion a corporation may 
not have two sets of official corporate books of account 
showing different amounts of assets and of net income and 
surplus and treat each as having equal validity. If the 
corporation has received conflicting instructions from two 
regulatory authorities with respect to the keeping of its 
accounts and it keeps its official corporate accounts 
1625 in accordance with one of them, could it keep what you 
have called memorandum accounts and report to the 
other authority on the basis of such accounts ? 

A. All I can say about that is that it seems to me that 
from the standpoint of the corporation, and disregarding 
the merits of the controversy (and consequently the pro¬ 
priety of the corporation’s conforming to one or the other 
of the controversial positions), all essential purposes would 
be served by its presenting the accounts on the particular 
basis required by the regulatory authority for which it 
keeps the memorandum accounts, provided it is clearly in¬ 
dicated that the statement is prepared from special ac¬ 
counts which are kept for the sole purpose of meeting the 
requirements of that authority and do not purport to be 
based on its official corporate accounts. 
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1626 Cross-examination. 

By Mr. Purdue: 

Q. The firm of Haskins & Sells has a large number of 
partners, has it not? 

A. Yes. 

Q. How many? 

A. I don’t know. Somewhere around 80. 

Q. You testified that you are one of the senior partners. 
If there is an order of rank, so to speak, might I ask what 
your rank is? 

A. Up until a couple of years ago for some years I was 
the third partner. Now I don’t know. I guess I am about 
the sixth, perhaps, maybe seventh or eight, because I am 
retiring from the firm gradually. 

Q. Just when did that change take place, Mr. Bell? 

A. You mean when I dropped down? 

Q. Yes. 

A. Starting June 1,1944. However, I think I was still the 
third partner until June 1,1946. 

Q. Did you continue to be active in the affairs of the firm 
until that date? 

A. I am still active in the firm. 

Q. How many different offices does your firm have? 

A. I think we have about 30. I think we have 30 

1627 in the United States and two abroad now. 

Q. Do you have a partner in each of those offices? 

A. No. I think there are three of those offices where we 
do not have partners. 

Q. All but three have partners? 

A. All but, I think, three. I think that is right. 

Q. Do each of those partners have responsibility respect¬ 
ing the policy of your organization? 

A. Yes. 

Q. What would you say with reference to the establish¬ 
ment of general policy? 

A. Establishment of general policy? 
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Q. Yes. 

A. I don’t know what you mean. 


Q. Did you testify before this Commission in the matter of 
Northwestern Electric Company, IT-5642, in 1940? 

A. I testified in Portland, Oregon in a hearing of this 
Commission in the matter of Northwestern Electric Com¬ 
pany. I cannot identify the docket number. 

• •••#•• 

1628 Q. While it is true that the partners in charge of 
individual offices are charged with the responsibility 

of executing the engagements that are put in his charge, 
at the same time he does not have anything to do necessarily, 
with the making of general policies affecting the firm. Isn’t 
that correct? 

A. I think that is right. I didn’t say he did, did I? 

Q. Maybe I didn’t understand you. 

A. I don’t think so. You asked me if they had 

1629 responsibility. I said “yes”. They certainly have. 

Q. You are in the executive offices of Haskins & 

Sells? 

A. That is right. 

Q. Is it correct to say that you have, more than any 
other partner, to do with the establishment of general policy? 

A. I have, I suppose, for some years, taken the lead 
in the formation of technical policies, but we are a partner¬ 
ship and no one partner dictates the policies of the firm. 
That is the best way I can answer that, I guess. 

Q. It is true that in as large an organization as yours 
you have to have a supervisory organization, and compara¬ 
tively few persons do formulate the general policy? 

A. Yes, that is true. 

Q. How many are there who participate with you in the 
formulation of general policy? 

A. Half a dozen. But when you talk about general poli¬ 
cies, I want to make it clear that general policies are only 
very general policies. In other words, I don’t know that we 
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have any policies which are invariably applied, because it 
is not that kind of a business. 

Q. How are the policies of the firm established respecting 
certificates of statements in conformity with generallyj ac¬ 
cepted principles of accounting? 

A. That is a very broad question. Of course, that is 
all there is to the practice of accounting, besides 

1630 knowing how to audit books to conform to proper 
principles of accounting, and one is supposed to have 

an education in it and know what authoritative pronounce¬ 
ments are generally, and policies of his own firm. There is 
no one way you can answer that question. 

Q. How are the policies of your own firm established 
respecting what you consider are accepted practices ? 

A. That is too general a question because, as I say, 
what constitutes accepted practices covers a very wide field. 
We have several hundred accountants, as I told you, about 
80 partners, and they have to get their knowledge from a 
variety of sources. There is no one way that I could 
say we derive our policies as to accepted accounting. 

Q. With respect to determining the accounting and audit¬ 
ing principles followed by your firm, it is true, is it hot, 
that you have to have a supervisory organization of which 
you are one of the members and comparatively few persbns 
do formulate the general policy. Is that right? 

A. In any moot questions- 

Q. (Interposing) Mr. Bell, I would like a direct answer 
to the question, if you please, and then you can make I an 
explanation. 

A. I have undertaken to answer that before. I tell you 
when you get into what constitutes acceptable accounting, 
that is too broad a field. We cannot—no organization 

1631 of accountants of which I know—undertake to lay 
down and codify all the so-called principles of ac¬ 
counting for the guidance of its organization. The field is 
much too broad. We can have policies with respect to con¬ 
troversial questions, perhaps, but even those, as I said, kre 
very general policies and subject to exceptions in particular 
cases. 
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Q. Mr. Bell, I hand you the transcript of your testimony 
in Docket No. IT-5642, and reading from page 164, line 15: 

“Q. Now, how many of your partners are there who 
have similar responsibilities to yours in that connec¬ 
tion! 

“A. Well, there isn’t any that have similar. There 
isn’t any that have just the same. There are perhaps 
four or five that might be said exercise somewhat simi¬ 
lar functions. 

‘ ‘ Q. That is with respect to determining the account¬ 
ing and auditing principles followed by your firm ? 

“A. Of course, it is a partnership and we confer, 
but, naturally, in as large an organization as ours we 
have to have a supervisory organization, and com¬ 
paratively few persons do formulate the general pol¬ 
icy.” 

Was that your testimony? 

A. I assume so. I am certainly not going to deny it. 

Q. And that is a correct statement, is it? 

A. A correct statement of what I said at the time, I as¬ 
sume. What I said a few minutes ago modifies that 
1632 slightly, and I think perhaps is a better statement. 

Q. Does Haskins & Sells have a policy regarding 
amortization of intangibles of so-called unlimited term? 

A. Haskins and Sells have no particular Haskins & Sells 
policy in that respect. We undertake the best we can to 
observe what we conceive to be the most authoritative pro¬ 
nouncement as to what is considered proper in that situa¬ 
tion. 

Q. Have there been meetings of the policy group of part¬ 
ners for the purpose of establishing a policy respecting 
amortization? 

A. No. 

Q. Did you discuss your testimony here today with any 
of your partners ? 

A. Yes, I have informally with three or four of them. 

Q. All accountants do not have the same idea, do they, 
respecting accounting principles and practices? 

A. When you say, “All accountants”, you are covering 
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a very large field. No doubt a great many accountants ire 
very poorly equipped to practice their profession so farjas 
that is concerned. i 

Q. All equally-qualified accountants and auditors do not 
have the same idea respecting those principles, do they? 

A. I don’t know. Of course, when you talk about prin¬ 
ciples, I don’t know what really accounting principles are as 
distinguished from practices. Some people say there 
1633 is only one accounting, principle, and that is it shoild 
not be unprincipled. I think I would have to have a 
definition of accounting principles before I would be able 
to answer that question. 


“Q. Now, tell me this: Are the fundamental—all 
accountants don’t have the same ideas, do they, with 
respect to accounting principles and accounting prac¬ 
tices? ! 


“A. Well, there are variances, of course; sure. 

“Q. Between equally-qualified accountants and au¬ 
ditors? 

1634 “A. Yes, indeed.” j 


Did you so testify, Mr. Bell? 

A. I dare say I did. 

Q. And that was correct, was it not, or is it correct? 

A. Yes, accounting principles and practices, that cov¬ 
ered a little bit different phase than what you said before. 
But I would not be inclined to equivocate too much on that. 
Of course there are differences among accounting au¬ 
thorities, if you like, as to what constitutes the best practice. 

Q. Within your firm, I take it, there must be from tiihe 
to time such differences. 

A. Oh, yes. We have differences of opinion sometimes. 

Q. And they are ultimately ironed out, are they not? 

A. Obviously if we discuss a subject we come to an agree¬ 
ment. 

Q. And ironed out, would you say, by the policy group pf 
which you are one of the members? 

A. That is in any case where it comes up for discussion 
that way. Of course, we have hundreds and thousands pf 
problems which never come to the attention of few of us 
in the executive offices. 
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Q. When you have spoken of accounting principles in 
this case, what definition have you had in mind? 

A. I said I did not know. I asked you to give me a 
definition. Just so we are sure we are talking about 

1635 the same thing, that’s all. 

Q. Will you look at page 6 of your prepared testi¬ 
mony, question numbered 17? 

A. Yes. 

Q. Did you not there undertake to respond upon the 
basis of generally accepted accounting principles and prac¬ 
tices? 

A. Yes. 

Q. What definition of accounting principles did you 
there have in mind? 

A. This says accounting principles and practices. 

Q. Is there a difference? 

A. There is bound to be a difference. Frankly, I don’t 
know where principles leave off and practices start, or vice 
versa. But, you see, you asked me a question about ac¬ 
counting principles. I had to be sure we understood each 
other. 

Q. What definition did you have in mind respecting ques¬ 
tion 17 as to accounting principles, as to the meaning of 
“accounting principles”? 

A. This was a broader question. It says, “Under gen¬ 
erally accepted accounting principles and practices, may 
a corporation have more than one set of official corporate 
books of accounts.” So I did not have to worry whether it 
was a question of principles or practices there. I don’t 
think that has any bearing on this case, but- 

Q. (Interposing:) What was the definition of “ac- 

1636 counting principles which you there had in mind? 

A. I say, I did not have to worry about whether 
it was principles or practices there because he said both. 

Q. Did you answer upon the basis of both accounting 
principles and practices or of just one? 

A. He asked as to both of them, so I must have consid¬ 
ered it was either one or the other or both. 

Q. In your answer to question 17 were you answering 
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at all upon the basis of generally accepted accounting 
ciples? 



A. As a matter of fact, the answer to that question was 


kind of loose. That question was answered, in my opinion, 
better in question numbered 19 where substantially ! the 


same question was asked and I said that I thought it iwas 


not so much one of accounting principle as of ordinary, 


common sense. 


Q. Then is it true that in answering questions 17 (and 
19 you were not answering upon the basis of generally 
accepted principles of accounting? 

A. Well, sir, accounting principles and practices (are 
both very largely a matter of common sense. As to this 
particular question it is practically entirely common sense 
without any particular accounting connotations, as I see it. 

Q. Then you were not answering upon the basis of gen¬ 
erally accepted principles of accounting in giving your re¬ 
sponses to questions 17 and 19? 

1637 A. I answered it specifically. He asked whethe^ or 
not this was in conformity with accounting principles 
and practices. I answered his question literally, and it 
is, although I say he might just as well have said, “Is it 
good behavior or good ethics or religion, or anything else.” 
I still would say it would be the same thing. In other worjds, 
there is nothing particularly connected with accounting 
there. So therefore it certinly does not conform- 


Q. (Interposing:) There was no particular accounting 
principle in your mind, then, when you answered th<j>se 
questions? j 

A. As to whether or not a corporation can have more 
than one set of official corporate books, no. He is asking 
me in my capacity as an expert accountant whether there 
is anything in my knowledge as an accountant that would 
contribute to this thing. I answered him, of course, as qn 
accountant, and presumably as an accountant I know, I am 
supposed to know, what uses accounts and books ahd 
records are put to, and that sort of thing, and I say that 
I must answer as an accountant. To me it is a matter of 


ordinary, common sense. 

Q. In other words, you just don’t think it is a good idea? 


: 
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A. I think it is a very poor idea. 

Q. Accountants may differ, may they not, as to what is 
the most authoritative expression of accounting principles 
and practices? 

1638 A. Oh, yes. There isn’t absolute unanimity among 
qualified accountants as to any particular accounting 

principles. 

Q. Is there any particular body or group within whose 
province it is conceded the authority for the enunciation 
of generally accepted accounting principles lies? 

A. No, I don’t think so. I think the nearest to that at 
the present time is the committee on accounting procedure 
of the American Institute of Accountants, but that has no 
authority. It undertakes to express what it believes to be 
the best practice. It has not even the authority of a vote 
of the American Institute membership. It is the recom¬ 
mendation of 21 members selected from among the account¬ 
ants of the country. That is the most authoritative in the 
sense of being a representation of expression of a group 
of men who are supposed to have high standing in the pro¬ 
fession. But it certainly has no force or law or regulation. 

Q. On direct examination you testified that during the 
last few years you probably have devoted more attention 
to public utilities than to any other one class of business. 

A. Yes. 

Q. I take it that your work was supervisory in nature? 

A. Consulting. 

Q. And general supervisory? 

A. I don’t know what you mean by general supervisory. 
I have not made an audit for so many years I hardly 

1639 know how to do it now, but if that is what you mean 
by supervisory, my function has been entirely con¬ 
sulting with my partners as to what is the best thing to do 
in a given situation, and consulting with clients. 

Q. And giving them the benefit of your experience? 

A. That is right. 

Q. Do you do consulting work respecting the annual 
audits of the operating companies of the Electric Bond 
and Share System? 
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A. Occasionally I am called in for consultation regarding 
that; yes. 

Q. That was true in 1946? 

A. Yes. 

Q. You were familiar with the annual audits of the Elec¬ 
tric Bond and Share operating companies for 1946, were you 
not? 

A. Generally, yes. 

Q. Those include the Louisiana Power and Light 

1640 Company, Carolina Power and Light Company, Mis¬ 
sissippi Power and Light Company, Pennsylvania 

Power and Light Company, and Texas Electric Service Com¬ 
pany? 

A. Yes, that is right. 

Q. Did you review those reports? 

A. No, not systematically. I may have been consulted 
about some aspect of some of them, but I did not review 
those reports as a job. 

Q. And also did you do consulting work in connection 
with the audits of certain operating companies in the Stand¬ 
ard Gas and Electric Company system? 

A. I have had something to do with the Philadelphia Cojm- 
pany and its subsidiaries off and on for some years, but I 
have not been in the Standard Gas situation itself except 
for that in a number of years. 

Q. Did you have anything in 1946 to do with the audits 
of California-Oregon Power Company, San Diego Gas and 
Electric Company and Oklahoma Gas and Electric Com¬ 
pany? 

A. I don’t think so. I may have paid some attention to 
them but not as a routine matter. 

I 

Q. How about the audit of Idaho Power and Light Com¬ 
pany for that year? j 

A. I don’t remember. Probably not. 

Q. The Committee on Accounting Procedure of the Ameri¬ 
can Institute of Accountants is composed largely of 

1641 accountants in the public accounting field ? 

A. I think all but about three or four—well, I was 
looking at Bulletion No. 24. At that time out of 21 mem- 
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bers there were three college professors and the other 18 
were practicing accountants. 

Q. What year is that? 

A. 1943 to 1944. 

Q. Do you know if any of the members are accountants in 
governmental fields? 

A. Governmental fields? What do you mean by govern¬ 
mental fields? 

Q. Well, fields of regulation, regulatory fields. 

A. You mean who are engaged exclusively in that? 

Q. Yes. 

A. I think there are not. 

Q. I note from your testimony on direct examination that 
your firm has been practicing public accounting since 1895. 

A. That is right. 

Q. It is also true, is it not, that for a number of decades 
the regulation of the accounting practices of public utili¬ 
ties has had common acceptance? 

A. Oh, yes. 

Q. Is it not true that regulatory agencies are expected by 
accountants to lead in the field of accounting? 

A. Well, hardly. 

1642 Q. In other words, is not more expected from them 
than from independent public accountants? 

• •«•••• 

The Witness: You mean don’t we expect that the regula¬ 
tory authorities are going to do more for the advancement 
of accounting for utilities than the accounting profession? 

Q. Yes. 

A. No, of course not. 

Q. I call your attention to accounting research bulletin 
numbered 7 dated November, 1940, issued by the Committee 
on Accounting Procedure, American Institute of Accoun¬ 
tants, reading from page 53: 

“It cannot be suggested that the special uses in 
question are chargeable as misuses to the accounting 
profession because they are at least as common in gov- 
emmentally regulated accounting as in accounting not 
so regulated.” 
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That is the way the bulletin reads, is it? 

A. Yes. I don’t know what it means because I have not 
the context. 

1643 Q. Is it not the plain inference from that statement 
that the accounting profession expects government- 
ally regulated accounting not to lag but that it looks toj it 
for better things? 

A. I would not say so at all. As a matter of fact, sir], I 
have not read that. I have no idea what that means. I 

The Witness: What this is talking about are variances!in 
accounting terms and their application, and it states tljat 
these variances should not be charged up to the accounting 
profession as misuses because they are misused as much 
in governmentally regulated circles as in professional Re¬ 
counting circles. That is all that says. i 


Q. Are they not justifying their practices by reference to 
governmental practices? 

A. It just says that pot can’t call kettle “blackface.” 
That is all it says. j 

Q. It is true, is it not, that regulatory agencies haye 
led in such matters as elimination of inflation from tjie 
accounts of public utilities? I 

A. Yes, I think that is true. 

1644 Q. That is a good thing, is it not? 

A. I think very likely and no doubt in many cases 
that has been. 

Q. Likewise, uniformity in accounting has been led by 
regulatory agencies in many cases. Is that correct? 

A. That is right. That is what it is supposed to do. 

Q. The purpose of a uniform system of accounts is to 
effect standardization in order that a particular item jn 
the financial statements of one company will be understood 
to be stated on the same basis as that of the same item in 
all other companies? 

A. Yes. ! 

Q. That is a desirable thing, is it not? 

A. Yes, it is. 

Q. A regulatory commission differs from a public account¬ 
ing firm in that it has more discretion, does it not? 

A. Has more authority. 
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Q. More authority and more discretion. That is to say, 
so long as the company conforms to a satisfactory procedure 
the public- 

A. (Interposing) Wait a minute. I didn’t agree with 
you they had more discretion. You just assumed they did. 

Q. All right, sir. Then it does not have more discretion 
in your opinion? 

A. I don’t know. I don’t know what you mean 

1645 by “discretion” exactly. As a matter of fact, I think 
that public accounting may have more discretion in 

the sense of more latitude, if you like, than regulatory 
authority. 

Q. Where there is more than one accepted practice, both 
of which are satisfactory, in the regulatory field the Commis¬ 
sion has discretion as to which can be followed, does it not? 

A. I suppose so. I don’t know why you should ask me 
what the Commission can do. You know more about that 
than I do. 

Q. So long as a company conforms to satisfactory pro¬ 
cedure, the public accounting firm does not take exception; 
whereas, a public service commission can require the utility 
to follow the best accounting practices. Is that right? 

A. It can require the utility to conform to what it con¬ 
siders the best accounting practices, yes. 

Q. And that would not make the requirement violate sound 
accounting? 

A. I don’t know about that. 

Q. If they are both acceptable? 

A. Just what do you mean? I gathered from what you 
said that there was a conflict there between the position of 
the professional accountant and the regulatory authority. 

Q. No, sir, that was not what I meant. I was thinking of 
a situation where there are two acceptable choices and 

1646 the Commission selects the one which it considers to 
be the better. That selection does not violate gen¬ 
erally accepted accounting principles, does it ? 

A. It might. That would depend upon what other people 
thought of it besides the Commission. 

Q. What do you mean by what other people thought? 

A. If it is just a toss-up, there are two alternative prac¬ 
tices and you just select either at will, which is very unusual 
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situation, a very unusual situation, the chances are that 
whichever of these alternatives the Commission or anybody 
else selects is all right. But generally there are some factjors 
in the situation which make one or the other more desirable. 

Q. And that is for the regulatory commission to determine, 
is it not? 

A. I would not admit that, not as a generalization, nh. 

Q. Well, I- | 

A. (Interposing) They may have authority to. I am not 
saying they may not have authority to. 

Q. I take it that you agree as you indicate in your answer 
to question 9, that corporate officials and the accounting pro¬ 
fession have responsibilities to governmental authorities 
as well as to investors. 

A. There isn’t any doubt that public utilities have re¬ 
sponsibilities to governmental authorities. As a matter 
of fact, industrials, too, have for taxes and various 
things. 

1647 Yes, in this country of ours it is so law-ridden 
that we have a lot of responsibilities. 

Q. And to creditors as well as to investors? 

A. Oh, yes. 

Q. Also it is incumbent upon the auditor to protect the 
interests of prospective investors in a business as far as 
possible in connection with the valuation of all assets, apd 
the proper statement of the results of operations, which 
are affected by such valuations? 

A. That is right. j 

Q. That is pretty good language, is it not? 

A. It sounds good. Whose language is it? 

Q. Do you recognize it as being quoted from the wofk 
entitled “Auditing”, by William H. Bell and Ralph S. 
Johns? 

A. I have written a lot of good stuff. I didn’t recognize it 
immediately. 

Q. In fact, the responsibility of management and the ac¬ 
counting profession, according to modern concepts, greatly 
transcends the responsibility to stockholders for the money 
it is handling and extends to the public in general. 

#•••••• 
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The Witness: I don’t understand that. The responsibility 
of management transcends. I don’t understand that. Re¬ 
sponsibility to whom? I don’t get the comparison some¬ 
how. 

1648 Q. Well, to the public. 

A. The responsibility of management to the public 
transcends the responsibility to the owners of the business? 

Q. Yes, stockholders. 

A. No. 

Q. Aren’t both true? Doesn’t management have re¬ 
sponsibility both to stockholders and to the public? 

A. Certainly, but it does not follow that the responsi¬ 
bility to the public transcends that of the owners of the 
business, or to the owner of the business. 

Q. I hand you Accounting Research Bulletin No. 1 issued 
by the Committee on Accounting Procedure, American In¬ 
stitute of Accountants, dated September, 1939. Reading the 
paragraph on the first page under the subheading, “Account¬ 
ing and the Social System”, “the Committee regards cor¬ 
porate accounting as one phase of the working of the cor¬ 
porate organization of business which in turn it views as a 
machinery created by the people in the belief that broadly 
speaking it will serve a useful social purpose. The test of 
the corporate system and of the special phase of it repre¬ 
sented by corporate accounting ultimately lies in the re¬ 
sults which are produced. These results must be judged 
from the standpoint of society as a whole, not from that of 
any one group of interested parties.” 

Do you agree with that statement? 

1649 A. I don’t disagree with that, but I think that is 
a pretty broad generalization. I didn’t, by the way, 

have anything to do with writing it. It is quite obvious that 
accounting must serve society. Otherwise, it certainly does 
not accomplish its purpose in these days with our com¬ 
plicated setup. That does not mean, so far as I can see, 
that we should lose sight of what I would say was the 
primary responsibility of management and business to so 
conduct its accounting as to serve the interests of the owners 
of the business. But I don’t see anything in conflict be¬ 
tween that properly serving the owners of the business, not 
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necessarily selfish interests bnt properly serving broadly, 
between that and serving society. 

Q. Its responsibility or duty to society may properly af¬ 
fect and modify its responsibility to the ownership of the 
business, may it not? ! 

A. I just said I did not see any conflict between the two. 
There might be a very selfish management and a manage¬ 
ment which might he unprincipled, if you like, in control 
of the business or possibly even extending to the owners 
of a business, and their views should not prevail when 
there is a public interest in the business. 

Q. In order to achieve effective regulation in the public 
interest managerial discretion must of necessity be subject 
to the cotnrol of a commission, must it not? 

1650 The Witness: Management generally. Why? I don’t 
see that at all. You are saying you have to havb a 

commission to control every business in the country. j 

Q. In the field of public utilities the question was a cor¬ 
rect statement. Is that right? 

A. I am not going to take issue with the wisdom of Con¬ 
gress and laws of the states and that sort of thing as to the 
necessity for exercising regulatory authority over the public 
utility companies in the United States. 

Q. Isn’t it a fact that what may be only a matter !of 
managerial discretion for an industrial company may be a 
matter of regulatory discretion insofar as a public utilijty 
is concerned? 

A. Obviously there is a difference between a public utility 
and an industrial in that there is a public interest in tjie 
public utility to serve the public, and they generally have 
either monopoly or exclusive privileges in a certain terri¬ 
tory, and it is quite natural that there should be some regu¬ 
lation of them in the public interest to prevent any preda¬ 
tory actions on the part of the management, such, of course, 
as there were in the early days. We all know that. That 
is the reason why we have this utility control in the United 
States. 

1651 Q. Don’t you agree that where accounting is ih- 
volved what might be a matter of managerial di$- 
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cretion for an industrial may be a matter of regulatory dis¬ 
cretion insofar as a regulated company is concerned? 

A. I agreed with you before that it was desirable to 
have a certain degree of uniformity in accounting, and I 
think it follows there would be less latitude, if you like, on 
the part of management of utilities in keeping their accounts 
than there would be on the part of industrials. 

Q. Then if I understand what you are saying, you are 
in agreement with my statement so far as the public utility 
is concerned? 

A. I think I am in agreement with your statement. 

Q. In other words, whereas for accounting purposes, 
the management of an industrial corporation alone makes 
the decision affecting its business; with respect to public 
utilities what should be done for accounting purposes is a 
matter of determination for the regulatory body in carry¬ 
ing out its responsibilities under a statute designed to pro¬ 
tect the public interest? 

A. Right now I don’t see any objection to that statement. 
Certainly if a regulatory authority has control, has by law 
control of the accounting of a utility, it is quite obvious 
that the rules of the regulatory authority supersede those 
of management in certain respects, at least. 

1652 Q. Thus, when we consider a principle of account¬ 
ing which has had its origin in association with in¬ 
dustrial firms, it is entirely possible, is it not, that it may 
not be appropriate to apply the accounting principle lit¬ 
erally to a public utility but, rather, to adapt it to meet the 
needs of regulation? 

A. Yes, that is so. 

Q. Assume that company A has been following the com¬ 
pound-interest method of accounting during the time- 

A. (Interposing) Wait a minute. Compound-interest 
method of accounting? 

Q. Depreciation accounting. 

A. Oh, all right. 

Q. (Continuing) — during the time it is not under regu¬ 
lation. Is its practice in conformity with generally ac¬ 
cepted principles of accounting? 

A. This is a public utility company now, is it? 
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Q. Yes, not under regulation. 

A. Not under regulation. 

Q. That is right. 

A. And observing or following a compound-interest 
method of depreciation accounting. 

Q. Yes. 

A. The question is: is that considered good practice. Is 
that right? 

1653 Q. Is it in conformity with generally accepted 
principles of accounting? 

A. I don’t see why not. j 

Q. Management has a choice of several methods includ¬ 
ing the straight-line method, all of which are acceptable!? 

A. They are all acceptable, yes, if they are properly cjar- 
ried out. 

Q. Now, then Company A comes under regulation and 
the regulatory body decides that the public interest Ire- 
quires that the companies under its jurisdiction use ^he 
straight-line method of depreciation and orders A to fol¬ 
low that method. 

Is the regulatory body’s order in conformity with gen¬ 
erally accepted principles of accounting? 

A. I should think so. 

Q. Just one more question along the same lines, Jlr. 
Bell. 

It is true, is it not, that the Securities and Exchange 
Commission, in your judgment, has contributed greatly! to 
improvements respecting accounting practices within the 
past ten years? j 


1654 The Witness: I am not prepared to answer that in 
the affirmative unqualifiedly. 

Q. In response to question 11 you testified, as I under¬ 
stand you, that you do not make any distinction between 
tangible and intangible property as to the need of account¬ 
ing for an investment. 

A. That is right. 

Q. Granting the correctness of your statement, the f$ct 
is also true, is it not, that there is such a difference between 
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tangibles and intangibles that it is sound and established 
practice to show intangibles separately from tangibles in 
the balance sheet? 

A. Yes. 

Q. And the reason for that is, is it not, that they 

1655 do not have equal validity with tangibles and are not 
on the same basic footing? 

A. No, I would not say so at all, as to character. As to 
your saying they do not have equal validity, no, I don’t 
think so. As a matter of fact, it is considered generally de¬ 
sirable to show the major classes of tangible fixed assets. 

Q. The amortizing of intangibles out of the balance sheet 
of the company is a good idea, is it not? 

A. Well- 

The Witness: I don’t think so necessarily. That is much 
too broad a question. In the first place, you have to dif¬ 
ferentiate between intangibles. There are two general 
classes of intangibles. One is those which have a definite 
duration, or certainly doubtful duration as to which it is 
desirable, to amortize them or even write them off. Gen¬ 
erally you amortize them against income of some sort. 

As to the other class which has no such definite or doubt¬ 
ful life, no, as a rule. 

Q. It is sound business in most instances to amortize 
intangibles, is it not, the ordinary kinds of intangibles? 

A. I wish you would limit your question to one kind or 
the other of intangibles because I have to go through this 
thing every time if you don’t. 

1656 Q. Intangibles are often used to capitalize ex¬ 
aggerated expectations of future earnings, are they 

not? 

A. I guess that when the people capitalize them they do 
not think they are exaggerating them. They may prove to 
be exaggerated later. 

Q. The inclination is generally in the direction of magni¬ 
fying the prospective value of the intangibles, is it not? 

A. No, I don’t think so. 

Q. It may be that I don’t read your work on auditing 
correctly. I am sure you can straighten me out if I am 
wrong, but I want first to call your attention to this sen- 
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tence on page 296: “It is proper to capitalize or at least 
to charge to an asset account, subject to future disposition, 
all expenses of a business up to the time when it is Con¬ 
sidered that normal operations have begun.” 

Then to the first complete paragraph on page 297: ‘ ‘ What 
has been said regarding the justification for capitalizing 
development expenses should not be construed as extenua¬ 
tion of general lack of conservatism On the contrary^ in 
any doubtful case an auditor should always urge the most 
conservative practice. The inclination of business execu¬ 
tives is generally in the direction of magnifying the pros¬ 
pective value of all such expenditures.” 

Do you mean by that it is the inclination of busi- 

1657 ness executives to magnify the prospective value of 
intangibles ? 

A. I was talking there about one kind of thing, that is 
development expenses in the initial stages of the operation 
of a business. That is all I was talking about. 

1658 Q. You spoke in answer to one of the recent ques¬ 
tions that the capitalization of the earnings may 

prove to be exaggerated at a later date. When that happens 
are they nevertheless of unlimited term. Are they jin- 
tangibles nevertheless of unlimited term? 

A. Not necessarily. I have referred in my direct testi¬ 
mony to Bulletin No. 24 of the Committee on Accounting 
Procedure of the American Institute of Accountants, j I 
said in answer to question number 14 that that Bullejtin 
takes the position that what we might generally call lohg- 
term intangibles might be carried continuously unless and 
until it becomes reasonably evident that their term of ex¬ 
istence has become limited or that they have become worth¬ 
less. I think that answers your question. 

Q. If the intangibles are based about capitalization of 
earnings which later prove to be exaggerated, is it contrary 
to generally accepted principles of accounting in such cases 
to write them off or amortize them? 

A. If it is clear that there is a permanent loss of the in¬ 
tangibles, I don’t see how any person could make a valid 
argument for retaining them in the account. 
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Q. Are they lost when the earnings anticipated do not de¬ 
velop ? 

A. Not necessarily. I said permanent. There may be a 
temporary dip in earnings. They may lose money 

1659 for a while. But I don’t think it necessarily follows 
that their investment is lost, or has permanently de¬ 
clined in value. Lots of things happen to cause a temporary 
dip in earnings or losses. 

Q. Assume that there is a dip in earnings and the com¬ 
pany loses money. Then at a later date the company com¬ 
mences to earn a fair rate of return again. Is it your testi¬ 
mony that the intangibles present in the acquisition con¬ 
tinued in existence during the period of depreciation ? 

A. Well, I say that there is a presumption that they have, 
yes. I would hate to say that that is invariably so, but I 
think it is to be presumed that they have continued, yes. 

Q. If they were dependent on the earnings which did 
not develop, how can there be a presumption that they 
afterwards continued to exist? 

A. Wait a minute. All I said was this: That a temporary 
dip in earnings doesn’t necessarily indicate a loss in value 
of the capital assets. That is all I said. 

Q. Are you depending upon value to establish the con¬ 
tinued existence of the intangibles? 

A. Well, after all, the only thing that could warrant a de¬ 
parture from cost, it seems to me, would be evidence of a 
value which is different from cost. 

Q. Does that mean that you are or not depending upon 
value to show the continued existence of the intangi- 

1660 bles capitalized when the property was purchased? 

A. Well, I don’t know just what that means. I 
will say this: I guess it naturally follows from what I said 
before that if there is evidence of a permanent decline in 
value that would indicate a departure from cost. 

Q. Then I take it that you are depending upon value to 
show the continued existence of the intangibles. 

A. Well, I suppose it gets down to that in the last analy¬ 
sis. 

Q. When the earnings do not develop which were antici¬ 
pated, how would you go about establishing the continued 
existence of the intangibles? 
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A. Well, you are saying that it is demonstrated that; the 
capital assets never have the value attributed to them be¬ 
cause you cannot earn a return on them, aren’t you? Am 
I right in understanding that? 

Q. No, sir, that is not my question. 

The Witness: I say the fact that earnings do not develop 
from it ever, that is what you said, is an indication of an 
over-valuation in the first place, because no person 

1661 wants to invest money that he can’t earn a return on. 

Q. And in that case it is appropriate to write off thej in¬ 
tangibles, is it not? 

A. Yes. The only difficulty is that there is nothing to 
write them off against, except to go through a reorganiza¬ 
tion and scale down your capital and have a reshuffling. 

Q. In other words, if there is a reasonable expectation 
of the loss of the intangibles it is prudent to make provision 
against that loss? 

A. If there is a reasonable expectation of a loss of in¬ 
tangibles, certainly. 

Q. How long would you say is required to demonstrate 
the non-existence of intangibles acquired at organization? 

A. I can’t answer that question. It might be 50 yegrs, 
the life of the enterprise. I can’t answer that question. 

Q. Assuming that the intangibles are associated with |the 
capitalization of earnings which do not develop, and the 
company does not earn a fair return, and then at a later 
date it begins to earn a fair return, how do you establish 
the continued existence of the intangibles under those cir¬ 
cumstances? 

A. Maybe the company went broke before that, and prob¬ 
ably did. It couldn’t pay the interest on its bonds or divi¬ 
dends on its preferred stock. 

Q. How would you go about proving that the same 

1662 intangibles were there when the company commenced 
to earn a return ? 

A. You are assuming now that this company has sailed 
along peacefully all this time without an adequate return ? 

Q. Yes, sir. 

A. Borrowed money to replace its losses, and that sorlj of 
thing. 
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Q. That is right. 

A. And then it goes along all right. Well, that might 
be all right. You might have a very difficult time for the 
first year or two or so at the outset before it got started 
and then go along and boom. In other words, you shouldn’t 
be in too much of a hurry to make up your mind that the 
capital assets are worthless. 

Q. Well, assume the company made money for awhile 
and then went into a long decline when it went into the red, 
and then came back again and made money. How would 
you establish that the same intangibles had continued in 
existence? 

A. You mean afterwards? 

Q. Yes, sir. 

A. Well, there wouldn’t be much trouble afterwards. The 
question would be in the bad times, wouldn’t it? 

Q. Well, they wouldn’t be the same intangibles after¬ 
wards, would they? 

A. Why not? What difference does it make? 

1663 Q. How would you go about proving they were the 
same? 

A. I am not interested in whether you put different la¬ 
bels on these things. 

Q. In other words, you are not interested in the identity. 

A. I am not interested in the precise description, 
metaphysical elaborations as to what kind of thing this is. 
It is general intangible, goodwill, we will say, of an in¬ 
dustrial company. Call it that for lack of a better term. 
That doesn’t interest me at all, whether the intangible 
which was originally there is gone and been replaced by 
something else through the efforts of the management of a 
company, if the capital assets, tangible and intangible, have 
the value which enables the company to earn a return on 
that amount, then it is all right. 

Q. If the original intangibles disappear and are replaced 
by other intangibles, hut you have retained the same amount 
on the books, that is the amount associated with the original 
intangibles, haven’t you in effect capitalized the new in¬ 
tangibles ? 

A. I tell you that I think that is a matter of absolutely 
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no significance or consequence as to the origin or precise 
description of the intangibles inherent in the business at 
any particular time, as to whether a company has an! in¬ 
tangible which is worth a great deal in the manu- 

1664 faeture of Product “A,” and it stops making “|A” 
and makes “B” and they can make just as much or 

more money in “B” or “A”. Then what difference does 
it make? ! 

I 

Q. Well, sir, even though it might not seem important to 
you, I am sure that you won’t mind answering the question. 

j 

The Witness: The objection I have to that question is 
that you are undertaking to identify intangibles. The kinds 
of intangibles I think we are talking about, I think we are 
talking about the same thing, are general intangibles ih a 
business, not having any definite life or anything like that, 
not tagged for any one thing. It is the value in this business, 
capital assets in addition to the tangible assets, upon wbjich 
the company can earn a return. I say it never is contem¬ 
plated at the outset that it should be tagged as being “A” 
or “B” or “C” or “D” or “E”, and the fact that it mipht 
be considered to be changed from “A” to “E” is of no con¬ 
sequence. j 

* • • • • • • 

I 

1665 The Witness: I will say that any tag, or lapel, 
which you put on this original intangible has no 

significance at all as long as it is intended to be a general 
intangible. 

Q. Is it not true that when the old intangible has disap¬ 
peared and you have replaced it with a new intangible, hut 
retained the old amounts on the books that you have capi¬ 
talized the new intangible? 

A. I say in that ease there is no such thing as the old 
having disappeared and been replaced by new, because 
there wasn’t any such thing as a definite old one to disap¬ 
pear. It is imponderable as well as intangible. 

Q. Well, is it your position that regardless of what hap¬ 
pens in the corporate enterprise that the intangibles asso- 
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ciated with the capitalization at time of organization are 
unaffected thereby! 

A. Oh, no. That would be going to extremes. I wouldn’t 
take that position. 

Q. Could they be so effective that they would disappear! 

A. Oh, quite. 

Q. When they do disappear and you replace them with 
new intangibles but retain the same amount on the 

1666 books, is not a new intangible being capitalized! 

A. I have answered that about six times now. I 
say there isn’t any such thing as one general kind of intan¬ 
gible replacing another general kind of intangible in my 
opinion. 

Q. Then the new intangible is unrelated to the old in¬ 
tangible which has disappeared! 

A. No, sir, no such thing. I tell you there isn’t any such 
thing, disappearance of something and the creation of an¬ 
other thing. It is a development. It might be something, 
as I say, which we can now make money from making Prod¬ 
uct “B” instead of Product “A” but it is a development of 
the business. 

Q. Didn’t you just testify that they could disappear! 

A. Of course they can. The whole thing can go to pot. 
They can have bad management or the business can become 
obsolete in its entirety. Anything can happen and the busi¬ 
ness can go broke, in which case obviously the intangibles 
have no value any more than the tangibles, most of them. 

Q. Well, if they can disappear how do you explain your 
statement that they can not be replaced by another intan¬ 
gible! 

A. They can not be replaced by another- 

Q. (Interposing) Yes. 

A. Quite the contrary. I didn’t say any such thing as 
that so far as I know, did I! 

Q. Then do I understand it that they can be re- 

1667 placed by other intangibles after they disappear! 

A. You mean that a business can go broke and 
start up again with a new capital value. Of course it could. 

Q. Or run at a loss for a long time. 

A. It could be quite apparent, I suppose, that the busi- 
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ness had gone to pot and they run at a loss, whether or hot 
it is reorganized and the securities be worth practically 
nothing, and still through some miracle become revived and 
revitalized, I suppose, that is quite theoretical. 

Q. "When the original intangibles disappear should they 
not, as a matter of accounting, be written off? 

A. I agree with everything except where you say “ori¬ 
ginal.” I don’t recognize any distinction between original 
and those which may be created later. It is a continuing 
thing regardless of any particular tag or table you put on 
them. 

| Q. How would you prove that they were continuing after 

► that long period of depression when no return was heijng 

earned? 

A. After it? You mean now the business has come back 
and making money? 

Q. Yes. 

A. Well, the only way you can tell whether it continues 
is whether they are able again, and the prospects are that 
“Now we are all right, we are going along and are going to 
make a good return on this amount of capital inveSt- 
1668 ment.” 

Q. Would you merely assume that it was the same 
intangible which was there originally? 

A. I tell you, sir, that I don’t recognize any distinction 
between those things. I don’t see why you keep harpihg 
on that because I will as long as you do. It is just the same 
thing. 

Q. I want to call your attention to W. A. Paton’s bodk. 
Of course you recognize him as an authority. 

A. Well, now, wait a minute. 

Q. I didn’t know I was asking something difficult. 

A. I think you are. I don’t know just the significance of 
that remark, my recognizing Professor Paton as an au¬ 
thority. I have very high regard for him. I venture jto 
say that in some respects I would be willing to recognise 
him as an authority and he would recognize me as an au¬ 
thority. But in other respects we differ violently. 

Q. His Accountants ’ Handbook is a recognized authority 
in the field, I take it. 
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A. Well, that Accountants’ Handbook is a compilation 
of which Professor Paton is the Editor. Some years ago I 
even contributed to it. I haven’t in the last couple of edi¬ 
tions, and I think that is a very valuable book but I don’t 
think it is particularly authoritative. 

Q. I would like to call your attention to statement on 
page 844 under the heading “Treatment of Intan- 

1669 gibles in Practice.” “Partly as a result of the some¬ 
what vague and unstable character of intangibles at 

the best, and partly because of the many cases in which 
nominal intangible values have been used to support ex¬ 
cessive statements of capital, conservative accountants and 
financial managers have long regarded this class of assets 
with suspicion.” 

Do you agree With that statement? 

A. No, I do not. I think it is much too broad. “Conser¬ 
vative accountants have regarded it with suspicion,” that 
is much too broad. I might say that 25 or 30 years ago, and 
prior to that, there was a lot of water in accounts repre¬ 
senting the difference between the par value of securities 
issued for properties and the values assigned to tangible 
assets were expressed as intangibles, both in public utilities 
and in industrials for that matter. It kind of got a black 
eye on that account. But those practices have disappeared 
and been reformed very largely. So I would say that while 
that might be said, I think I would have said that 25 years 
ago myself as to a lot of companies which were formed way 
back there, I wouldn’t say it now. 

Q. This book is the third edition which was published in 
1943. The statement was true as of that time, was it not? 

A. I just told you I didn’t agree with it. 

Q. Not as of 1943? 

A. No. 

1670 Q. Do you agree that intangibles are of somewhat 
vague and unstable character as stated in the hand¬ 
book ? 

A. Your question is rather vague because there again 
you are putting intangibles all in one pot. 

Q. Well, that is what this article does. 
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A. Yes, I know. Mind you, you are asking me to sponsor 
this. 




The Witness. No. I said, Mr. Purdue, that some years 
ago I would have agreed with that, hut I think that 
1671 those practices to which I have referred have dis¬ 
appeared, so I think that the intangibles, general 
intangibles to be found in accounts today, are not to be re¬ 
garded with suspicion necessarily. 


1672 Q. I hand you a Statement of Accounting Princi¬ 
ples prepared by Messrs. Sanders, Hatfield, and 
Moore, reading from page 14 under the heading, “Intangible 
assets. ’ ’ i 

“The writing off of such intangible assets as good 
will evokes scarcely any protest, even when it is rec¬ 
ognized that substantial good will exists. The general 
distrust of good will and the knowledge that it has been 
widely used to capitalize exaggerated expectations iof 
future earnings leaves an almost universal feeling tljiat 
the balance sheet looks stronger without it. When ac¬ 
tual consideration has been paid for good will, it should 
appear on the company’s balance sheet long enoughjto 
create a record of that fact in the history of the company 
as presented in the series of its annual reports. After 
that nobody seems to regret its disappearance when 
accomplished by methods which fully disclose the cir¬ 
cumstances.” 


Do you agree with that, Mr. Bell? 

A. I think there is quite a little truth in what is said there, 
that the writing off of intangible assets such as good will 
evokes scarcely any protest. I do not know whether it jis 
stated here or not, that I know something about this, by the 
way, because it was my firm who engaged three men to ma^e 
this study. That is to say, it was Haskins & Sells’ founda¬ 
tion which engaged these three men to make this studjy, 
1673 and while we did not dictate it to them, what th$y 
should say—far from it—we paid a great deal of at- 
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tention to what is said there. I think it is made clear some¬ 
where, it certainly was the intention, that the major em¬ 
phasis, at least, was on industrials. 

It is a fact that as to industrials, and perhaps to public 
utilities to some extent, also, the writing off of these general 
intangibles has evoked scarcely any protest because people 
feel more comfortable when they get down to the elimina¬ 
tion of anything which might possibly be speculative. 

I would not particularly take issue with what Professor 
Sanders and Hatfield said there. I think it is very largely 
expressing the general view, the general public attitude 
about intangibles. 

1674 Q. So it is commendatory to write off the in¬ 
tangibles, is it not? 

A. Now, wait a minute. I did not say that. 

Q. To refresh your recollection, you testified, did you 
not, before the Securities and Exchange Commission in 
the matter of Florida Power and Light Company, Docket 
No. 5926, in May of 1942. 

A. I don’t remember. I testified in some hearing on 
the Florida Power and Light Company under the Public 
Utility Holding Division. 

Q. Yes. 

A. I assume that was it. 

Q. Yes, sir. At that time do you recall that the same 
passage from Sanders, Hatfield and Moore’s statement of 
accounting principles was read to you? 

A. I see it here. 

Q. Yes. 

A. It does not astonish me a bit. 

Q. You then stated at page 1587 of the transcript, “Oh, 
I agree with everything he said”. That is, referring to the 
book by Sanders, Hatfield and Moore, “Statement of Ac¬ 
counting Principles”, and the passage which I just read to 
you. 

1675 A. Excuse me just a minute. 

Q. Yes, sir. Take your time and read it. 

A. But it says here, “Would you agree with the follow¬ 
ing statement which appears in Sanders, Hatfield and 
Moore’s Statement of Accounting Principles: “The writ- 
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ing off of such intangible assets as good will evokes scarcely 
any protest.” 

That is what I said I agreed with. 

Q. Yes, sir. Wasn’t the whole passage that I read to 
you read to you in the S.E.C. proceeding? 

A. I don’t know. It doesn’t say so here. 

Q. It does on the next page. 

A. Does it? 

Q. Yes, sir. j 

A. I see. Yes, it does. And I said I agreed with every¬ 
thing he said. ‘ ‘ But, as I say, it does not mean necessarily 
that even those gentlemen would say in a given situation 
that your accounts are not stated properly unless you write 
it off. It is commendatory. It is a position of conserva¬ 
tism which gets rid of these intangibles. That is what 
it amounts to, as I see it.” 

That is what I said. 

Q. Of course, that is the way you believe. 

A. Obviously, I did not perjure myself. 

• •••••• 

| 

1686 Q. Mr. Bell, I would like to call your attention to 
page 849 of Paton’s Accounting Handbook, Third 

Edition. The language commencing under the sub-head 
“Amortization of Good Will.” There is a wide difference 
of opinion with respect to the question of amortization pf 
goodwill assuming that it has been recognized in a proper 
way in the first place. I 

“According to one view, the cost of the goodwill mhy 
be maintained on the books as a good asset as long as the 
earnings are maintained at or above the level implicit m 
the original value placed upon the intangible. The ob¬ 
jection to this treatment lies in the fact that in general the 
conditions which give rise to excess earnings cannot he 
assumed to he permanent, and, hence, that the value of such 
earnings as of any particular point of time is subject to 
amortization.” 

Do you agree with that statement? 

1687 A. Well, of course, there are two statements there, 
statement of two different points of view. I agree 

that there are two different points of view. 
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Q. Which of the points of view do yon agree with, if 
either? 

A. I agree with the first one “The cost of the goodwill 
may he maintained on the books as a good asset,” may he 
maintained, “as long as the earnings are maintained at 
or above the level implicit in the original value placed upon 
the intangible.” 

Q. Do you disagree with the second statement? 

A. No, I do not disagree that that possibly is open to the 
objection stated in the second statement, that conditions 
which give rise to excess earnings cannot he assumed to 
be permanent, and so forth. In other words, I have no 
objection to an industrial company amortizing goodwill 
value. As I said in my direct testimony, I think that is a 
question which is, to use the exact language, “That it should 
rest with the judgment of the management as to whether 
such intangibles are written off or amortized” in the aver¬ 
age situation. 

Q. Reading further from the same paragraph commenc¬ 
ing with the sentence which starts on the last line of page 
849: “If earnings are maintained at a rate as high or higher 
than that in effect at date of purchase, it may he argued, it 
does not follow that such earnings for an indefinite 
1688 period are the earnings on which the investment was 
made. It is virtually impossible to compute on an 
objective basis”- 


• •••••• 

Q. “An element in earnings to an investment in goodwill 
at least for a period beyond that implied in the valuation 
of the intangible. After such period has elapsed, therefore, 
it is reasonable to assume that superior earnings are the 
result of new factors and conditions rather than of those 
present at the date of valuation and purchase, and that 
under the orthodox rule the value of such factors should not 
be explicitly recognized in the accounts.” 

Do you agree with that statement? 

A. No. 


• • • • 


• • 
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1692 Q. The book by Paton, Accountant’s Handbook, 
is a compilation, is it not, of what the editor believes 

to be the generally accepted principles and practices of 
accounting? 

I 

The Witness: I don’t know. 

1693 Q. Does the accounting profession recognizp the 
book as representing generally accepted princjples 

and practices of accounting? 

A. I would not say so invariably. It is a valuable book, 
the same as the writings of any number of reputable prac¬ 
titioners or educators, or what-not in the field are valuable 
as reference works to see what their opinions are in given 
situations. There may be other books to contradict it. If 
one wants to find out what has been said he will j*ead 
everything he knows of that is available to him on a par¬ 
ticular subject and then make up his mind what he, himself, 
thinks on the basis of the division of opinion, if you like. 

Q. A moment ago you testified that you did not object 
to an industrial company’s management writing off an 
intangible. That is so, is it not? 

A. That is so; yes. 

Q. I take it that you do not object, either, to a utility 
company’s management writing off the intangible. Is that 
right? 

A. Unless there is some indication that the asset which 
is proposed to write off actually has value and that the 
writing off would be improper because of its understate¬ 
ment of values and understatement of surplus. 

Q. Does it matter to you whether or not the intangible 
has value in the industrial field? 

1694 A. The thing is that in the industrial field you can 
hardly appraise, there is no standard that I knowi of 
for appraising, the general intangibles in the industrial 
field. You may say that you can apply a formula. Of 
course you can. But business is highly competitive, subject 
to more risks in a way, than the public utility business is, 
less assurance of the continuance of conditions, perhaps. 
Quite obviously with a very prosperous company you do 
not want to try to have the intangibles stated at their actual 
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values appearing at the time because that would mean 
writing up assets, and we do not like to write up assets. 

Q. Regulation properly takes the place of and supplants 
the factor of competition in the case of a monopoly such 
as a public utility. Isn’t that correct? 

A. I think I agree with you. I don’t know just what 
you are driving at, but I don’t see any reason for dis¬ 
agreement. 

Q. If the value of the intangible in the industrial is 
unimpaired and management writes it off, is such in con¬ 
formity with generally accepted principles of accounting? 

A. I believe so. As I said, I think that the best re¬ 
flection at the present time of generally accepted account¬ 
ing principles is in this Bulletin No. 24 I have talked 
about, and that condones writing off or amortizing of 
intangibles when management as a matter of policy wants 
to do it. 

1695 Q. So it makes little difference whether it has 
value or not so far as the industrial concern is 
concerned. 

A. That is right. As to whether or not an industrial 
company carries intangibles on its books or how much 
has no bearing on its earning power, none whatever. 

Q. Do you object to the writing off of intangibles in 
the public utility field because it may have an adverse 
effect on its ability to earn a return on the intangibles? 

The Witness: It probably has that effect but that would 
not be the reason why I would object. I would object if 
the competent authority said that the intangibles had a 
value and I would object to the company’s writing it off. 
Probably in the last analysis that would be the reason for it, 
that they could not earn on it. Unless the fact of their 
writing it off would not affect their earning capacity; 
that is to say, the inclusion of the asset in the rate base, 
which seems to me very unlikely. 

Q. So that your reason for objecting to writing off the 
intangible in the case of the utility is that it might jeopar¬ 
dize the company’s ability to get it into the rate base? 

A. It would adversely affect the interest of the owners of 
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the business in not permitting them to earn on that 
1696 much money; yes. 

Q. The mere writing it off from the accounts 
would not do it, would it? 

A. I don’t know. I said I cannot imagine a situation, 
where the asset would be written off the books and still be 
kept in the rate base. 

Q. Suppose it is not on the books but is in the rate 


base. Could they earn on it? 


A. Could they earn on it! 
Q. Yes, sir. 


A. I don’t know. I don’t know because that is a matter 


of regulatory practice which I am not familiar with. 


Q. Would they be earning on it if it was in the rate 
base? 


A. If the regulatory authority said they could earn on 
it, it was included in the rate base and said it was a good 
earning asset and permitted them to—I say they could earn 
on it. I don’t know that anybody is going to guarantee 
that they get this much of earning, but they can charge rhtes 
which are calculated, at least, to bring them that much 


return. 


Q. Earning on it is not dependent upon its appearance in 
the books, then, is it? 

A. Not, I should think, per se. In other words, it is 
theoretically possible, I suppose. Whether or not it is 
practically possible, I don’t know. 

Q. Then you are concerned with rate-making con- 
1697 siderations when you talk about writing the in¬ 
tangibles off in the case of utilities? 

A. I am concerned with a proper statement of the assets 
and of the earnings, yes. 

Q. Suppose management, despite the fact that the in¬ 
tangible was in the rate base, and despite the fact that the 
company was earning on it, decided to write off that in¬ 
tangible over a period of years. Would you say that that 
was not in conformity with generally accepted principles 
of accounting? 

A. You are asking me to assume a situation where the 
regulatory authority said it was a good asset and they 
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could earn on it and include it in the rate base; is that 
right? 

Q. It was in the rate base and they were earning on it. 
A. You mean without any express direction of the regula¬ 
tory authority? 

Q. Let us take it first in the case without any express 
direction from the regulatory authority. What would 
1698 he your answer then? 

A. The management decided they would amortize it ? 
Q. Yes. 

A. I could see nothing wrong about that, assuming that 
the amortization is to he treated as an operating ex¬ 
pense. 

Q. Suppose the regulatory commission requires the 
write-off. Management’s doing that would he in accordance 
with generally accepted principles of accounting, would it 
not? 

A. Management’s doing that? What is that? You mean 
conforming? 

Q. Yes, sir, at the direction of the Commission. 

A. Oh, yes. 

• ••••«• 

1701 Q. I will ask you, Mr. Bell, if it is not correct to 
say that financial circles do not consider intangibles 

in computing ratios. 

A. When you say- 

Q. (Interposing) Financial ratios. 

A. What this talks about is setting up a standard for 
judging utility bonds, and it states here below where you 
read that it is generally believed that the ratio of bonds, par 
value of bonds to net tangible fixed capital, should he not 
more than 60 per cent. That is a criterion for what is 

1702 considered to he, I take it, good financial practice 
with respect to utility bonds, and that is all. 

Q. It is good utility practice in judging the bonds to 
exclude intangibles. Is that right? 

A. That is what that says, yes. 

Q. Do you agree with it? 
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A. 1 am not an authority on finance. 

Q. Will you turn to question and answer No. 17 in your 
testimony? 

A. Yes. 

Q. Do you have it before you ? 

A. Yes. 

Q. Is your answer to that question yes or no? 

A. It is “no”. 

Q. In other words, you are saying that it is not in con¬ 
formity with generally accepted accounting practices and 
principles for a corporation to have more than one Set of 
official corporate books of account? 

A. That is right. 

Q. What accounting principles do you refer to? 

A. I said this morning that the only accounting principle 
that is involved is one of common sense, and it certainly 
should be, if it isn’t, a recognized accounting principle that 
things should conform to common sense. 

Q. What do you mean by official corporate books ? 
1703 A. What do I mean by them? 

Q. Yes. 

A. The books of account in which are recorded the 
transactions of the corporation, its assets and liabilities 
reflecting the actions of the officers, board of directors, by 
which the management of the corporation are bound. 

Q. For what purpose; bound for what purpose? 

A. I hesitate to use the word “legally”, but I dp not 
see why it should not be legally. I don’t want to bp ac¬ 
cused of unlawful practice of law or anything, but I don’t 
see why it should not be legally. Certain, in any repre¬ 
sentations to others it being the position that it takes 
before the world, if you like, as to its status and transac¬ 
tions. 

Q. Isn’t it true that you do not speak of the books as 
being official in the abstract, don’t you speak of them and 
conceive of them as being official for some purpose? 

A. The best way, perhaps, you can define that is to 
present an alternative, what would be unofficial. In other 
words, “official” is not my wording, but so-called official 
as compared with something which does not have the stand- 
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ing that they do, and the only alternative that I see is some 
kind of memorandum, or pro forma, records or accounts. 

Q. Yes. 

A. In other words, which reflect things as they might be 
under different conditions. 

1704 Q. How do you determine which is the official cor¬ 
porate set of books when you have several sets of ac¬ 
counts! 

A. When you have several sets of accounts ? 

Q. Yes. 

A. Gee, whiz, I never have seen a situation like that. If 
I went into the office of a corporation I would say, “Let me 
have your books.” I have never yet had them ask, “which 
set of books do you want!” They always give me a set of 
books. I don’t have to ask, “Now, is this the set that you 
keep for this nefarious purpose!” or something or other 
like that. I don’t have to ask them that. 

I don’t ask, “Are these your regular, honest, official 
books?” The question doesn’t arise. 

Q. I would like you to assume a corporation which has 
several sets of accounts. How would you determine which 
set are the official corporate books! 

A. You mean now that they would hand me two or more 
complete sets of books and say, “Which will you have?” 
Is that right? 

Q. Yes. 

A. I would say, “Which set of books do you represent 
as your books for the purpose that we are going to use them 
for; namely, to put out financial statements to your owners, 
creditors, anybody else that may be interested ? Which set 
of books are you going to put out now?” 

1705 Q. So whether or not it is official relates to the 
purpose, does it not? 

A. Well, I suppose so. 

Q. You might have accounts for tax purposes which are 
official for that purpose? 

A. Yes, they keep memorandum accounts for deprecia¬ 
tion of property, and things like that, which is just a for¬ 
mality. I have never known a corporation to keep a com¬ 
plete set of books for tax purposes. 
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Q. It is entirely possible that the set of books you have 
been talking about as official may not be the official set |for 
tax purposes. Is that right? 

A. I just said I have never known any person to 
complete set of books for tax purposes. All they 
just some isolated accounts, memorandum accounts. This 
is a property account or depreciation reserve or something 
like that for tax purposes. 

Q. The official books under those circumstances may jnot 
represent the accounts that are official for tax purposes; 
is that right? 

A. I would not want to use that word “was official” for 
tax purposes. I think that is unduly dignifying that set: of 
accounts, if you like, memorandum accounts, to call them 
official for tax purposes. 

Q. You just now referred to the term official in 
1706 relation to books and accounts. Will you state 
whether that term is generally used in accounting 
literature ? 

A. No, it is not, because people that write about accounts 
do not naturally assume that there is going to be any dupli¬ 
cation or differentiation. 

Q. You say that word “official” is not your word. Wlho 
is responsible for the use of that term? 

A. As far as I am concerned in this testimony, Mr. Ber¬ 
ber is. 

Q. Did he define it for you? 

A. What is that ? 

Q. Did he define it for you? j 

A. No, No, he didn’t have to define it for me. He used 
the word. 

Q. Is the definition that you have given, then, the defini¬ 
tion which you understood him to intend by the question? 

A. Yes, that is right. 

Q. Is it your testimony that the accounts, for example, 
kept for income tax purposes, do not affect the fundamental 
status as to the amount of the company’s assets, income apd 
surplus ? 

A. Yes. 

Q. What do you mean by “fundamental status”? 


keep a 
have is 
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A. You have used the word “official” a lot. I will 
1707 say “official status”. 

Q. Is that what you meant when you used the term 
“fundamental status” in your answer to question 18? 

A. Yes, that is what I meant. The word was used rather 
thoughtlessly, but that is what I meant. It is official, if 
you like. 


Let us assume that according to the records kept by the 
company for income tax purposes that it has an earned sur¬ 
plus of $1 million, and let us assume further that in its so- 
called official accounts its earned surplus is $2 million. As¬ 
sume that $2 million of dividends are declared out of sur¬ 
plus. Isn’t it a fact that the Bureau of Internal Revenue 
would consider that the $1 million of dividends in excess 
of the amount of earned surplus shown for income tax pur¬ 
poses is not being paid out of earnings and would, in com¬ 
puting the equity investors’ capital for excess profits tax 
purposes, reduce the company’s capitalization by the $1 
million not paid out of earnings? 

• •••••• 

The Witness: I will answer that by saying that I 
1708 don’t know. 

Q. Assuming it was so treated by the Internal Revenue. 
Is it not a fact that such treatment by the Internal Bureau 
of Revenue would increase the company’s tax liability? 

A. I don’t know. 

Q. Assume that it would. Wouldn’t that increase in the 
tax liability affect the status of the company’s income and 
surplus as reflected in the so-called official corporate books 
of account? 

A. Any increase in the tax liability over and above what 
would be recognized in the official corporate books of ac¬ 
count obviously would affect and reduce the company’s 
income, surplus account, and its assets. 

Q. So, if my assumptions are correct the memorandum 
accounts for income tax purposes would affect the funda¬ 
mental status as to the amount of income and surplus. 
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A. Yes, based upon those assumptions. 

Q. Refer, please, to your answer to question 19 and 
the question itself. { 


to 


A. Yes. j 

Q. I notice the question is phrased, “May a corporation 
have two sets of official accounts ’ ’, and you treat the ques¬ 
tion as though it were phrased, “Can a corporation have two 
sets of official accounts.” Is that right? 

1709 A. I thought that is what it meant. 

Q. Is that what you thought it meant in question 
17 when the question say “may”? 

A. Yes, I thought it meant “can”. I really don’t see any 
difference between the two words. 


Q. Is it your intention to say in your answer to questjon 
19 that a corporation is forbidden to have two sets of Re¬ 
counts? | 

A. Forbidden? 

Q. Yes, sir. 

A. I don’t know what forbidden means, unless forbidden 
by general rules of good sense. Can’t properly. That; is 
what it means. I don’t think there is any question of ajny 
omnipotent power which says it cannot, or anything like 
that. It is just one of those things that is not done. 

Q. Will you turn to that portion of your answer to ques¬ 
tion 19 commencing with the words, “For example, inven¬ 
tories of an industrial or mercantile concern . . . ” Do ypu 
see that point in vour testimony? 

A. Yes. I 


Q. Do these examples involve keeping two sets of books? 

A. Oh, quite the contrary. What I am saying is that 
there are a number of respects in which there are alterna¬ 
tive common practices, and that management must 
1710 in each case select one, and one only. I said up at 
the top of that page, “Management must adopt ope 
of these sets of accounts as official and reject the other.” 
That applies to these various alternative practices, adopt 
one and one only. 

Q. Having accepted one only of the acceptable methods 
it has no problem of dealing with the other. 

A. No problem? No, it exercises its own best judgment 






880 

and selects the alternative method that it thinks is best for 
it. 

Q. And it is not concerned with the other? 

A. I don’t know. They may be concerned with it. They 
may wish they had done the other sometimes. But in any 
event they have adopted one. 

Q. But under those circumstances, they do not pose the 
problem of two sets of accounts, of the two sets of accounts 
that question number 19 poses? Is that right? 

A. This is question No. 19 you are talking about, is it not? 
Q. That is what I say, but your example does not pose 
that problem, does it? 

A. Oh, for heaven’s sake, yes. It would be very nice 
for some things if a corporation could turn out in a way 
some of these companies in the year of our Lord in 1947 
would have liked them. But in one set of statements which 
showed the effect of their valuing inventories on 

1711 last-in-first-out basis, when they actually valued them 
on a first-in-first-out basis, because they would have 

shown much less profit that way, it does not occur to them, 
however, to keep two sets of books and put out the phoney 
one as their report because they have adopted the first-in- 
first-out and they stick to it. 

1712 Q. Well, they are required to stick to it on a con¬ 
sistency basis, aren’t they? 

A. They are required to stick to it because they can have 
only one set of books. In other words, they cannot have 
one kept on a first-in first-out and the other on a last-in 
first-out. 

Q. I hand you a work entitled “Accounting Survey, 525 
Corporate Reports, Fiscal Years Ending July 1946 to June 
1947” published by the American Institute of Accountants. 
I will ask you to turn to the subdivision on pages 36 and 37 
under the heading “Intangibles, How Amortized.” Does 
that not show in the treatment under that sub-head, Intan¬ 
gibles, How Amortized, that of 544 companies 396 have no 
intangibles, or the amounts are stated at nominal values? 
A. That is right. 

Q. Then in the case of 40 companies the intangibles are 


being amortized through income, and in the case of 20 by 
charges to surplus? 

A. Yes. 


1713 Q. Does that not reflect the tendency of the in¬ 
dustry to dispose of intangibles? 

1714 The Witness: Mr. Purdue, I don’t think this shows 
anything to me, because it shows all intangibles, kp- 

parently, without regard to the character. 


Q. That is significant in itself, is it not, that they are dis¬ 
posing of them regardless of the character? 

A. Not at all. Not at all. If they are patents they would 
have to be amortized. 


1719 Q. Not basing your answer upon the excerpt read 
to you from the accounting survey of 525 corporate 

reports, but basing your answer upon your judgment and 
experience, I will ask you if there is not a tendency on the 
part of industrial concerns to dispose of intangibles of un¬ 
limited term through amortization? 

A. In my opinion it is not. 

Q. As a matter of fact, have not many of the clients of 
your own firm done so? 

A. Very few, I should say. In fact I cannot remember 
a single one. 

1720 Q. In response to question 14 you say that in yokr 
opinion there is no generally accepted accounting 

principle which compels a write-off or amortization of ip- 
tangibles of indeterminate duration; is that correct? 

A. That is right. 

Q. In support of your answer you cite accounting re¬ 
search bulletin No. 24. Is that correct? 

A. That is right. 

Q. That bulletin classifies intangibles into type A, those 
having a limited term of existence; and type B, those hay- 
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ing no limited term of existence; and to which there is at 
the time of acquisition no indication of limited life. Is that 
correct? 

A. That is correct. 

Q. Then in paragraph 6 the Committee makes this state¬ 
ment, does it not: “In connection with the foregoing pro¬ 
cedure the Committe recognizes that in the past it has been 
accepted practice to eliminate type B intangibles by writ¬ 
ing them off against any existing surplus, capital or earned, 
even though the value of the asset is unimpaired. Since the 
practice has been long-established and might be approved, 
the Committee does not feel warranted in recommending at 
this time adoption of a rule prohibiting such disposi- 

1721 tion. The Committee believes, however, that such 
disposition should be discouraged especially if pro¬ 
posed to be affected by charges to capital surplus. ’ ’ 

Now, in view of that language in paragraph 6, I take it 
that it is not exceptionable for intangibles, even of unlimited 
life, to be written off. Is that correct? 

A. Yes. 

Q. Then is it correct to say that while there is no generally 
accepted accounting principle which compels the amortiza¬ 
tion of the type B intangibles, the fact remains that the 
amortization of even that kind of intangible is an accepted 
practice and is in conformity with generally accepted prin¬ 
ciples of accounting. Is that correct? 

A. As a general rule, yes. I said that in my direct testi¬ 
mony. 

Q. And there is no generally accepted practice, generally 
accepted accounting principle or convention which forbids 
it, is there? 

A. Not as a general rule, no. 

Q. In your answer to question 14 you pointed out that 
there is no generally accepted accounting principle which 
compels amortization of an intangible asset when there is 
no reason to believe that the asset will have a shorter life 
than that of the enterprise or we cannot see a limit to its 
life. Is that correct? 

1722 A. That is right. 

Q. I take it that the converse is true, that when 
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there is sound basis for concluding that the intangible asset 
will have a shorter life than that of the enterprise, then gen¬ 
erally accepted principles of accounting do compel its 
amortization. Is that right? 

A. Yes. I 

Q. Would you be willing to assume some statements! of 
fact I make and give me your frank professional opinion 
based on them? 

A. Yes. I 

Q. Assuming it to be true that in the 1920’s two eompanjies 
operating electric utility systems in the State of Arkansas 
were each engaged in a program of expansion, and were 
competing for the acquisition of a local independent plant; 
that the purchase price paid by the successful one of the 
two companies was greatly forced up by reason of such com¬ 
petition, to the extent of more than double the value of the 
physical assets, that at that time there was no commission 
regulation of acquisitions or dispositions by such electric 
utilities, and that the full amount of the purchase price Was 
put upon the books of the purchasing company and still re¬ 
mains there, that in 1944 the Arkansas Department of 
Public Utilities found that all or part of that portion of the 
purchase price occasioned by the competition repre- 
1723 sented intangibles which had a value at the time of 
acquisition equal to the price paid for them, and 
further found that such intangibles were actual assets of 
continuing value and allowed the company to continue to 
earn a return on them. 

In your opinion are not the intangibles for which the 
portion of the purchase price occasioned by the competi¬ 
tion was paid of such nature that there is sound reason to 
believe that if they still exist at all they have a limited 
life? 

A. No. 

Q. It is common knowledge, is it not, that regulatoriy 
commissions throughout the nation are ordering the amor¬ 
tization of amounts in account 100.5 ? 

I 

The Witness: I know it is done quite frequently, yes. 

I 

• •••••• 
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Q. You know, do you not, from your experience in the 
field of public utility accounting that the personnel 
1724- of regulatory commissions has a way of changing 
1725 with the passing of time? 

The Witness: Yes. 

Q. And that regulation has a way of changing and devel¬ 
oping over the years? 

A. Yes. 

Q. Also that regulatory forces tend to operate to elimi¬ 
nate or reduce unusual earning power over a period of 
years ? 

A. No, I don’t know that. It may be so hut I don’t know 
that. Of course, I don’t know what you mean by “unusual 
earnings power.” 

Q. Handing you Pa ton’s Accountant’s Handbook and 
reading from page 875, “Competitive or regulatory forces 
tend to operate to eliminate or reduce unusual earning power 
over a period of years.” 

You agree with that statement, do you not? 

A. I do not. No, I don’t. I don’t know what you mean 
by ‘ ‘ unusual earning power. ’ ’ 

• •••••• 

1728 Q. Is it not true that the buying by a public utility 
of properties on the basis of hoped-for earnings, and 
then obtaining from a regulatory body a rate base set on 
the basis of investment cost which was initially based on a 
capitalization of hoped-for earnings, results in a terrible 
vicious circle? 


1729 The Witness: I am not in a position to answer that 
question. 

Q. Reading from page 1582 of the transcript of your 
testimony before the Securities and Exchange Commission 
in the matter of Florida Power and Light Company, 
Locket No. 5926, commencing with the last question on the 
page, it states- 
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Q. Is it not a fact that yon testified as follows in that 
proceeding, commencing at the bottom of page 1582: 

“Q. Doesn’t it follow from that, Mr. Bell, if you 
apply that reasoning to a public utility company 
that any public utility can go out and buy properties 
on the basis of hoped-for earnings, and turn to the 
regulatory body and ask for a rate base to be set 

1730 on the basis of investment cost which was j ini¬ 
tially based on a capitalization of hopedl-for 

earnings? Don’t you get into a terrible vicious circle 
if you proceed along those lines? 

“A. You would, no doubt. 

“Q. And don’t you think, as a matter of sound) ac¬ 
counting practices applicable to the public utility field, 
that practice must be guarded against? 

“A. I think so.” 

Did you so testify? 

A. It appears here. I don’t know what the background 
is, though. You properly read those words from this tran¬ 
script but I really don’t know what it is all about. Maybe I 
am contradicting myself. In any event I feel the wa^ I 
said before at the present time. 

Q. Did you further testify in the same proceeding, read¬ 
ing from page 1590: 

“You do agree that in the case of utility enterprises 
the failure to amortize good will, or the process of 
capitalizing future earnings expectations might have 
very deleterious effect on the public interest, do they 
not, by reason of the fact that you get into a circular 
process of the utility demanding a return on a pijice 
which was based on a capitalization of earnings at a 
high rate? 

“A. I do, yes. 

“Q. And you would agree, would you not, that 

1731 there beyond any question the public interest 
requires the writing out of any such intangibles 

at least over a reasonable period of time? 
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“A. I will agree that intangibles should not form 
a part of the rate base so that we can get additional 
earnings to justify the existence of the intangibles.” 

Was that your testimony? 

A. It seems so to me. 

Q. On whose behalf were you appearing when you gave 
your testimony in the Florida Power and Light Company 
proceeding, 5926, before the Securities and Exchange Com¬ 
mission 7 

A. In behalf of the company, Florida Light and Power 
Company. 

Q. And you were there testifying respecting the amorti¬ 
zation of intangibles classified in account 100.5? 

A. I don’t remember. I don’t remember whether it was 
100.5 or 107. 

Q. At any rate you were testifying respecting intangibles 
associated with the excess over original cost? 

A. There does not seem to be any doubt of that. 

Q. Assume that the intangibles depend upon their con¬ 
tinuation in the rate base under present regulatory con¬ 
cepts. Is it reasonable to assume that that same policy 
will continue for an indeterminate period without change? 

1732 The Witness: I don’t see any reason for not assum¬ 
ing that. 

Q. You don’t? 

A. No. 

Q. The circumstance that the policy might change in the 
future is a consideration which you as a prudent account¬ 
ant would want to give weight to, is it not? 

The Witness: You are asking me if I had to determine 
whether or not this intangible were to be amortized, what 
I would do about it. Is that it? 

Q. Would it not be conservative and prudent account¬ 
ing not to ignore the eventuality that the Commission pol¬ 
icy might change, but to make some provision for the dis¬ 
position of the intangibles? 

A. Oh, it would be conservative, certainly. 
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1733 The Witness: And as to being prodent, I said in 
the answer to question 16 in direct testimony that I 
could understand a situation where a regulatory agency per¬ 
mitted inclusion in the rate base of the cost of the intangible 
subject to amortization, which would be treated as an 
operating expense. 

That reflects my idea as to the prudence of it. I think 
certainly I would not say that it is imprudent or I would 
not say that it is unreasonable, if the position were toj be 
taken that this is a thing which might disappear in value; 
therefore, we will write it off over a period of years. 

Q. And there is no generally accepted principle of ac¬ 
counting which would forbid such position being taken, is 
there? 

A. No, not to my knowledge. 


1735 Q. When you testified that it is not in conformity 
with generally accepted principles of accounting to 

amortize intangibles of so-called unlimited term, have you 
taken into account the consideration that a regulatory 

1736 commission may change its policy in the future so as 


to exclude such intangibles from the rate base? 


1737 


The Witness: I didn’t testify that it was not jin 
accordance with generally accepted accounting prin¬ 
ciples to amortize such intangibles. 

Q. Of course, then, you do not want to be understood as 
saying that it is not in conformity with generally accepted 
accounting principles? 

A. I said before I thought it was under certain conditions. 

Q. Under what conditions is it in conformity with gen¬ 
erally accepted accounting principles to amortize so-called 
intangibles of unlimited term? 

A. Well, I have said that several times, but I will say! it 
again. 

Q. Thank you. 

A. Where the management of the company and/or tjhe 
regulatory authority having jurisdiction over it say that it 
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is a wasting asset and it should be amortized by charges 
against operating expenses. 

Q. Suppose the charge is not made to operating expenses, 
is it still in conformity with generally accepted accounting 
principles to amortize the intangibles? 

A. Well, it doesn’t seem to me it is good accounting prac¬ 
tice, no, because I don’t think there is that distinction be¬ 
tween the intangibles and the tangibles. The tangibles 

1738 are amortized through depreciation charges against 
operating expenses, and I don’t see any reason why 

amortization of the intangibles shouldn’t follow the same 
rule. I am talking now about your 100.5, and we are talking 
about this same thing, I take it. 

Q. That is right. 

A. All right. 

Q. By the last answer you do not mean that it is not in 
conformity with generally accepted accounting principles to 
charge the amortization to other than operating expenses? 

A. Well, I could hardly say that, because there are lots 
of situations where it is charged below the line, and I 
wouldn’t want to be put in the position of saying that they 
are violations of generally accepted accounting principles. 
What I said was that I think it is poor accounting. 

Q. You think better accounting would be to operating 
expenses? 

A. Yes, I do. 

Q. Please refer to your answer to Question No. 21. I 
note in the first portion of your answer to Question 21 you 
use the term “all essential purposes” in about the fourth 
or fifth line. 

A. Yes. 

Q. What did you have in mind when you used the term 
“essential purposes”? Can you identify them? 

1739 A. Well, that word “essential” meant practical 
purposes, these purposes, usable purposes, perhaps. 

No particular significance to the word “essential.” 

Q. In making your answer- 

A. (Interposing): I said from the standpoint of the cor¬ 
poration all essential purposes. That means all that it 
would need to do. 
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Q. So you did not consider the responsibilities and 
duties of the regulatory commission in making your answer? 

A. Oh, I couldn’t. I cannot read the minds of the 
regulatory commission. 

Q. I take it that you were there only concerned witl} the 
management’s purposes for its own needs. 

A. No, not necessarily its own needs. What I am saying 
is this: That the corporation could discharge, it seems to 
me, its responsibility in the matter by presenting the| ac¬ 
counts on the particular basis required by the regulatory 
authority for which it keeps memorandum accounts, jpro- 
vided it is clearly indicated that the statement is prepared 
from special accounts which are kept for the sole purpose of 
meeting the requirements of that authority and do not pur¬ 
port to be based on its official corporate accounts. 

I am saying that in my opinion it would discharge its 
responsibility in that fashion. I am not saying whether that 
would be acceptable to the regulatory authority. 

1740 Q. Do you mean to say discharge its responsibili¬ 
ties to the regulatory commission? 

A. Well, I am expressing the opinion, my opinion that 
from the standpoint of the corporation it would be, yes. 

Q. Whether or not it would actually discharge its respon¬ 
sibilities to the regulatory commission would depend, 
would it not, upon a consideration of the needs of the Com¬ 
mission? 

A. Yes, whether the Commission would consider that 
the company had discharged its responsibility. Of course 
it is a state of mind of the Commission, upon which I jam 
not in a position to express an opinion. 

Q. Is it not also a question of the duties and responsi¬ 
bilities which the Commission must discharge in administer¬ 
ing the statute under which it operates? 

A. Oh, that is pretty deep for me. 

Q. Did you not consider that in making your answer? 

A. Well, I answered this quite literally. The question 
was “Could the corporation keep memorandum accounts 
and report to the other authority on the basis of such ac¬ 
counts?” I undertook to answer that question literally. 

Q. Suppose the Commission has a responsibility respect- 
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ing the payment of dividends. What you propose involves 
a consideration of whether it enables the Commission to 
meet its responsibilities regarding the payment of divi¬ 
dends? 


1741 Q. Isn’t that so? 

A. Did you mean to say what you propose. I don’t 
get any question in there at all. I don’t understand just 
what you said. Maybe you meant to say “Would what you 
propose to do he such and so?” 

1742 Q. Whether the memorandum accounts are satis¬ 
factory required a consideration of whether the Com¬ 
mission can discharge its responsibilities respecting the 
payment of dividends if it has such responsibilities. Isn’t 
that so? 

The Witness: Well, I suppose that if this Commission in 
question has a duty to control the dividend paid by the 
company and if the ability of the company to pay dividends 
is seriously affected by any difference between the accounts 
in question, between the so-called official accounts and 
memorandum accounts, then the Commission would have a 
serious job on its hands of determining what it should do 
with respect to enforcing or implementing its responsibility 
for dividends. 

Q. In other words, that is involved in deciding the ac¬ 
counting needs, is it not, the accounting needs of the Com¬ 
mission? 

A. I don’t know about accounting and administrative. 
Of course it concerns accounts. Obviously, availability of 
earnings for dividends concerns the accounts, yes. 

Q. Have you examined the accounts of Arkansas Power & 
Light Company? 

A. My firm has, yes. 

1743 Q. You have not personally? 

A. No. 

Q. Do you know how many accounts they have? 

A. How many accounts they have? 

Q. In number. 
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A. I suppose they have the whole rigamarole called for 
by the classification of accounts. I don’t know how many 
they have. 

Q. Do they have any accounts for tax purposes? 

A. I have no idea. 

Q. In testifying as you have here, have you studied the 
Federal Power Act? 

A. I read the Federal Power Act some years ago. I 
haven’t recently read it. 

Q. You have not attempted to determine for your own 
purposes, in testifying here, what the Commission’s duties 
and responsibilities are, I take it. 

The Witness: No, I have not. 


1747 Q. At whose suggestion did the Committee on Ac¬ 
counting Procedure of the American Institute! of 

Accountants undertake to formulate a Bulletin on the ques¬ 
tion of writing off intangibles? 

A. Well, I don’t know, except that it had been realized for 
quite a long time that it was a controversial subject and 
that the accounting profession ought to do something about 
it. It had been on the agenda of the committee for qqite 
some time and a subcommittee was appointed to study the 
subject for some months, and then the full committee took 
it up. I don’t think that there was any particular move all 
at once to start the thing in motion. 

Q. What do you have in mind as to the time when you gay 
“quite some time” as having been on the agenda? 

A. Oh, it might have been a year or more, I am jiist 

1748 guessing at that. There is nothing precise about it). 

Q. It might have been more than two years or So, 
even, might it not? 

A. It might have been when people were thinking about 
it, yes, and that we ought to do something about it. 

Q. Can you state who were on the subcommittee? 

A. Archibald Bowman of Peat, Marwick, Mitchell & Com¬ 
pany, Mr. Warren W. Nissley of Arthur Young & Company, 
Professor James L. Dohr, of Columbia University, afid 
myself, I think. 
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Q. When the Bulletin was acted on by the full committee, 
neither Mr. Warren or Mr. Dohr were on the committee, 
were they? 

A. Yes, both of them were. It is Mr. Nissley and not Mr. 
Warren. Warren is the first name. 

Q. I see. 

A. James L. Dohr at that time was director of research 
of the committee. Therefore at that time he was not specif¬ 
ically listed as a member of the committee. 

Q. You have indicated as to what it was which suggested 
to the committee that the Bulletin be issued. At whose sug¬ 
gestion was it activated? 

A. Well, the Chairman of the Committee was Mr. Walter 
A. Staub. I suppose probably it was at his suggestion. 
1749 Q. In the first instance. 

A. He appointed the subcommittee and generally 
directed the affairs of the procedure and program of the 
committee. 

Q. Would you be able to state at whose suggestion it was 
that Mr. Staub acted? 

A. No, I am not. I am sorry. I don’t think it was any 
one thing, any single thing. I think it was just that a lot of 
people knew the subject was pretty much discussed and we 
really ought to do something about it. 

Q. In issuing the bulletin, was it your thought that it was 
to apply to regulated companies? By that I mean was it 
your personal thought at that time? 

A. Yes. 

Q. All right. 

A. We made no distinction between regulated and un¬ 
regulated companies. 

Q. That would apply, would it, to paragraphs numbered 
1 to 6, inclusive, of the Bulletin? 

A. I think so. 

Q. Do you use the phrase ‘ 4 continuing value ’ ’ in reference 
to unlimited term intangibles as meaning continuing exist¬ 
ence? 

A. Do you mean do I ? 

Q. Do you? 

A. You are not talking about the Bulletin now. 

Q. No, you personally. 


893 


1750 The Witness: Yes. 

Q. In what sense is the term “continuing value” used in 
the Bulletin? By that I mean, is it the same sense? j 

A. I would say that synonomous with those that are Clas¬ 
sified in the Bulletin as Type B, which states that tjiose 
having no such limited term of existence and as to which 
there is at the time of acquisition no indication of limited 
life. And, further, I may say, that there is something else 
said here about there being no subsequent knowledge or 
indication of anything which has happened to make tjhem 
valueless. j 

Q. Will you please define ‘ ‘ memorandum accounts ’ ’ as you 
used the term in your direct testimony? I 

A. Accounts that are not the official corporate accounts 
of the corporation which are kept for some special purpose 
to show what the situation is with respect to such special 
purpose, but it is not a part of the formal official accounts 
of the corporation. 

Q. And not part of the general ledger? 

A. It might be a sheet in the general ledger. I cannot 
tell mechanically about that. 

Q. Not controlled by the general ledger? 

A. That is right. j 

1751 Q. "What accounts did you contemplate setting up 

to meet the conflicting requirements of the two regula¬ 
tory authorities referred to in question 21 of your direct 
testimony? j 

A. I did not have any particular accounts in mind because 
the question was not specific as to what the differences w^re. 
It merely said that there were different amounts of assets 
and of net income and surplus. In order to answer that 
question I would have to know what assets and more par¬ 
ticulars, in other words. 

Q. I take it, then, that you have not given any thought to 
whether it could be done in the official corporate accounts, 
as part of the official corporate accounts? 

A. If I understand your question correctly, the idea is 
quite repugnant. You could not have two different asset 
accounts for the same asset. 

Q. If you were called upon to do so could you accomplish 
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the reflection in one official set of books of the conflicting 
requirements of the two regulatory authorities! 

The Witness: Really, that is too general. I cannot answer 
that question. 

Q. It was likewise general in question 21, was it not? 

A. Yes, but—if you want to limit it to question 21, 

1752 I will say no, you can’t. You cannot keep it within 
one set of accounts. 

Q. And you say that without having any idea what the 
conflicting requirements are? 

A. It states here, in the first place, that the accounts would 
have different amounts of assets and of net income and sur¬ 
plus. I assume that that thought continued to the next 
sentence, where it says, “If the corporation has received 
conflicting instructions from two regualtory authorities with 
respect to keeping its accounts.” 

Now, I assumed, possibly not properly, that we still had 
in mind different amounts of assets and of net income and 
surplus. 

Q. You don’t know how it could be done in one set of 
official corporate accounts? 

A. No, I don’t. Maybe I am lacking in imagination, but 
I don’t. 

Q. I show you the 1946 Annual Report to the stockholders 
of California-Oregon Power Company, more specifically the 
accountant’s certificate on page 9. 

1753 Q. Accountant’s certificate over the signature of 
Haskins & Sells. It is correct, is it not, that the 

accounting statements appearing in that report were certi¬ 
fied to without qualification by Haskins & Sells as being in 
conformity with generally accepted accounting principles 
and practices ? 

A. It is. 

Q. Now, will you please turn to page 14? 

A. Yes. 

Q. Page 14 sets out notes to the financial statements, does 
it not? 

A. It does. 

Q. Note A on that page shows, does it not, calling your 
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particular attention to the first three lines of the note, that 
the Federal Power Commission required California-Oregon 
Power Company to amortize electric plant acquisition ad¬ 
justments aggregating $828,684 by equal annual charges to 
income over a ten-year period. 

A. That is right. 

Q. It appears, does it not, from the second paragraph of 
Note A, that in 1946 the company disposed of its electric 
plant acquisition adjustments ? 

A. No. Utility plant adjustments, that would be account 
107, I take it, would it not? 

Yes, you are right, and it is utility plant acquisition ad¬ 
justments. That is right. 

1754 Q. Paragraph 3 of Note A states as follows, does 
it not—strike that, please. 

Paragraph 3 of Note A shows, does it not, that the entries 
showing the disposition of the electric plant acquisition 
adjustments had been reviewed and accepted for filing bjy the 
Federal Power Commission and that the company deems 
such disposition to constitute compliance with Commis¬ 
sion’s Order of February 3,1943. 

A. That is right. It states that. 

Q. In other words, it shows that the entries have been 
made and accepted by the Federal Power Commission as 
constituting compliance with the Commission’s order? 

A. That is what I understand, yes. 

Q. I hand you the Annual Report for 1946, annual report 
to stockholders for 1946, of Louisiana Power and Light 
Company. That is one of the companies which you audited 
for 1946, is it? 

A. That is right. 

Q. Does the accountant’s certificate on page 18 show that 
the financial statements are in conformity with generally 
accepted accounting principles ? 

A. And practices. 

Q. And practices, and that is shown without qualification, 
is it? 

A. That is right. 

1755 Q. Please turn to page 16, which is headed “Notes 
to Financial Statements ’ ’. Note 1 on that page, para- 
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graph 1, shows, does it not, that the company is providing 
a reserve for amortization of amonnts in account 100.5 in 
the sum of $3,854,375.17 by charges to income over a 15-year 
period ? 

A. That is right. 

Q. Does paragraph 2 of that note show that the amortiza¬ 
tion is required hy the Louisiana Commission to be charged 
to account 505, but that the Feedral Commission order 
requires it to be charged to account 537 ? 

A. That is right. 

Q. Do you know if those differences in accounting were 
reconciled through the use of dual accounts! 

A. No, I don’t. 

Q. I hand you the 1946 annual report to the stockholders 
of San Diego Gas and Electric Company for 1946. Was that 
a company for which you made the annual audit for 1946? 

A. Yes. 

Q. The accountant’s certificate appears on page 19, 
does it? 

A. Yes. 

Q. Is that a certificate of Haskins & Sells ? 

A. Yes. 

Q. Paragraph 2 of the certificate recites as follows, 
does it: 

1756 “As stated in Note 1 to the financial state¬ 
ments, charges were made against income in 
1946 aggregating $1,272,000 representing accelerated 
amortization of certain unamortized debt discount and 
expense, and the write-off of a portion of intangible 
fixed capital, which charges were dependent upon earn¬ 
ings of the company for that year. Inasmuch as these 
charges were based upon income available rather than 
on a program of systematic amortization and write-off 
over a definite period, we are of the opinion that this 
practice is at variance with generally accepted account¬ 
ing principles.” 

Is that right? 

A. That is right. 

Q. The third paragraph shows that in the opinion of 




Haskins & Sells, except as to the matter mentioned in the 
paragraph just read, the accompanying balance sheet and 
statement of income and earned surplus are in conformity 
with generally accepted accounting principles and prac¬ 
tices ? 

A. That is right. 

Q. Turn to page 29, please. 

A. Yes. 

Q. Directing your attention to Note 1 on page 29 under 
the heading “Notes to Financial Statement”, that note 
shows that in addition to charges against income of $848,000, 
representing accelerated amortization of certain 

1757 unamortized debt discount and expense, that during 
1946 the company applied $424,000 via charge against 

income toward writing off a portion of intangible fixed 
capital plant acquisition adjustments. 

A. That is right. 

Q. Does the note state that the company believes that the 
special program of amortization adopted during the year 
1946 was sound from a business standpoint and to the defi¬ 
nite and material advantage of its security holders 1 
A. That is what it says, yes. We took issue with it, you 
know. 

Q. The only qualification by Haskins & Sells, the only 
qualification to Haskins & Sells’ approval of the company’s 
charge-off of the 100.5 amount was that that was done ijn 
a lump sum because it had become available and was not 
amortized according to a plan. That is right, is it not? 

A. That is right; yes, sir. 

1758 Q. I hand you the annual report to stockholders 
for 1946 of Carolina Power & Light Company. The 

audit of that company for 1946 was done by Haskins & Sells, 
was it? 

A. It was. 

Q. Turn to page 13. Page 13 sets out the accountant’s 
certificate over the name of Haskins & Sells. 

A. That is right. 

Q. That accountant’s certificate shows, does it, that the 
balance sheet and statement of income and surplus have 
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been prepared in conformity with generally accepted ac¬ 
counting principles? 

A. That is right. 

Q. Please turn to page 17. Does page 17 contain notes 
to the financial statements ? 

A. Yes. 

Q. Does Note 1 on page 17 show that the company’s 
utility plant includes electric plant acquisition adjustments 
of $2,210,069.89 against which a reserve of $904,664.55 has 
been provided and that the company is providing for the 
remainder in annual amounts over a 15-year period be¬ 
ginning with 1944 by charging income ? 

A. That is right. 

Q. I hand you the annual report to stockholders for 1946 
of Idaho Power Company. Is that one of the companies 
for which Haskins & Sells made the annual audit for 
1946? 

1759 A. It is. 

Q. Page 19 sets out the accountant’s certificate of 
Haskins & Sells? 

A. That is right. 

Q. Does the second paragraph of the accountant’s cer¬ 
tificate show that in the opinion of Haskins & Sells subject 
to the adequacy of the company’s retirement reserve the 
company’s balance sheet and statements of income and sur¬ 
plus are in conformity with generally accepted accounting 
principles ? 

A. That is right. 

Q. Please turn to page 20. Does Note 1 to the balance 
sheet on page 20 show that a reserve is being provided for 
amortization of electric plant acquisition adjustments in 
the sum of $2,155,625.11 by annual charges to income, and 
that of such amount $2,091,576.09 is being amortized over a 
15-year period beginning with the year 1943 ? 

A. It does. 

Q. And does the note further show that the book value 
of electric plant does not purport to represent realizable 
values or replacement cost? 

A. It does. 
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Q. I hand you the annual report to stockholders for 1946 
of Mississippi Power & Light Company. Is that one of 
the companies that Haskins & Sells made an annual audit 
for 1946? 

1760 A. We did. 

Q. Is the accountant’s certificate on page 22 over 
the name Haskins & Sells? 

A. That is right. j 

Q. Does the second paragraph of the certificate show that 
in the opinion of Haskins & Sells, subject to the adequacy 
of the company’s property retirement reserve, the balance 
sheet and statements of income and surplus are in accord¬ 
ance with generally accepted accounting principles ? 

A. It does. 

Q. Please turn to page 24. Does Note 1 to the balance 
sheet on page 24 show that the company’s utility plant In¬ 
cludes $3,475,991.44 of electric plant acquisition adjust¬ 
ments, and $403,686.81 of gas plant acquisition adjust¬ 
ments, and that beginning with 1944, pursuant to an order 
of regulatory authorities, the company is providing a Re¬ 
serve for disposition of such adjustments by charges to jin- 
come at the rate of one-fifteenth each year ? | 

A. It says not less than one-fifteenth of the total, hot 
less than 1/15. 

Q. I hand you the annual report to stockholders for 1046 
of Pennsylvania Power & Light Company. Was that com¬ 
pany audited by Haskins & Sells for 1946? j 

A. It was. i 

Q. Was the accountant’s certificate at page 35 

1761 made by Haskins & Sells ? 

A. It was. 

Q. Paragraph 2 of that certificate shows that the balance 
sheet and other accompanying statements are in accordance 
with generally accepted accounting principles with no quali¬ 
fication being made 

A. That is right. 

Q. Please turn to the financial statement on page 34. 

Withdraw that. Please turn to Notes to Financial State¬ 
ments on page 34. Does Note 1 on page 34 show that the 
company’s utility plant includes $22,472,771.55 of electric 
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plant acquisition adjustments, which amount is being amor¬ 
tized over a 15-year period? 

A. It does. 

Q. Does the note further show that the Federal Power 
Commission ordered this amortization charged to Account 
537, whereas the Pennsylvania Public Utility Commission 
ordered the amortization through Account 505? 

A. It does. 

Q. I hand you the annual report to stockholders for 1946 
of Texas Electric Service Company. Was that one of the 
companies whose annual audit for 1946 was made by Has¬ 
kins & Sells? 

A. It was. 

Q. Does paragraph 2 of the accountant’s certificate at 
page 8 of the report over the name Haskins & Sells 
1762 show that in the opinion of the accountants, subject 
to the adequacy of the company’s property retire¬ 
ment reserve, the balance sheet and accompanying state¬ 
ments are in conformity with generally accepted account¬ 
ing principles and practices ? 

A. Yes. 

Q. Turn to page 12. Note 1, under the heading “Notes 
to Financial Statements” shows, does it, that the company, 
in accordance with an order of the Securities and Exchange 
Commission, has classified $3,446,718.07 in Account 100.5 
and that a reserve for the amortization of such sum is be¬ 
ing provided by annual charges to income over a 15-year 
period beginning May 1,1945, without prejudice to contest¬ 
ing the validity of any definitive order with respect to such 
amortization as may be ultimately issued? 

A. That is right. 

Q. Does the note further show that no determination 
has been made by the Securities and Exchange Commission 
or any other regulatory authority as to the portion of Ac¬ 
count 100.5 which must be amortized and will contend in 
connection with such determination that a portion or por¬ 
tions representing values which willl continue over the life 
of the enterprise should not be amortized but remain in 
Account 100.5 ? 

A. That is what it says, yes. 
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Q. So that it appears in spite of the fact that there is 
at present no order, the company is going ahead and 

1763 disposing of the amount classified in Account 
100.51 

A. I don’t take it that there is no order. I take it that 
there is an order. I take it that there has been at least a 
preliminary order here. 

Q. I think you are right about that, Mr. Bell. I was 
mistaken. 

I hand you the annual report to stockholders for 1946 of 
Oklahoma Gas & Electric Company. Was that one of the 
companies audited by Haskins & Sells for 1946? 

A. It was. 

Q. Does the last paragraph of the accountant’s certifi¬ 
cate by Haskins & Sells on page 16 show that in the opinion 
of the accountants, subject to the adequacy of the provisions 
for retirements,- 

A. (Interposing:) Appropriations for retirements, l 

Q. Correct. —the balance sheet and accompanying state¬ 
ments have been prepared in accordance with generally 
accepted accounting principles? 

A. That is right. 

1764 Q. Turning to page 15, Statement of Income and 
Earned Surplus, included in the charges to surplus 

shown in the lower half of the statement, is there an item 
of amortization of electric plant acquisition adjustments 
in the sum of $318,403.32 for each of the years 1945 and 
1946? 

A. There is. 

Q. Please turn to the balance sheet on page 12. Under 
the heading “Utility Plant”, is there an item of electric 
plant acquisition adjustments shown of $3,714,704.47 as of 
December 31,1946? 

A. There is. 

Q. And an item of $4,033,107.79 as of December 31,1946? 

A. 1945. 

Q. Yes, 1945—for electric plant acquisition adjustments? 

A. That is right. 

Q. That indicates, does it, that the asset account is 
being written down annually by $318,403.32? 



A. Yes. 

Q. Do you agree, Mr. Bell, that the nine statements which 
have just been shown to you are properly certified as 
being in conformity with generally accepted accounting 
principles and practices insofar as the amounts in account 
100.5 are concerned? 

1765 A. Oh, I should certainly think so. I would hate 
to think otherwise. 

Q. And is there adequate disclosure of the facts regard¬ 
ing the amounts in account 100.5 in the financial statements 
to which Haskins & Sells certified ? 

A. I think so. I was not thinking of that aspect of it 
as I went over these things, hut apparently so. 

Q. Do Louisiana Power and Light Company and Penn¬ 
sylvania Power and Light Company maintain more than 
one official set of accounts to comply with the conflicting 
requirements of the two regulatory commissions? 

A. I don’t know. I think in these cases there is a differ¬ 
ence between 505 and 537, wasn’t there ? 

Q. Yes, sir. 

A. No, I don’t know whether they are kept any differ¬ 
ently. It is stated in both cases that the accounts there are 
in accordance with the 505 view, but that the Federal 
Power Commission requires 537. Whether they keep any 
separate sheets for those things or whether just in the 
preparation of statements for the Federal Power Commis¬ 
sion they change the location of that item, I don’t know. 

Q. Don’t the reports merely say that the financial state¬ 
ments are presented on that basis? 

A. Are presented on the basis of the 505 treatment; yes. 

Q. They don’t say how the accounts were kept, do 
they? 

1766 A. No. It is obvious that the accounts are kept 
for one purpose at least according to 505. It does 

not say whether they go further and keep another sheet 
for 537 for the Federal Power Commission requirements. 

Q. In other words, you don’t know? 

A. No, I don’t know. 
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1856 E. T. Stanfield was called as a witness, and hav¬ 
ing been first duly sworn, was examined and testified as 
follows: 

Direct examination. 

I 

By Mr. Purdue: 

Q. Will you state your name! 

A. E. T. Stanfield. 

Q. Where do you live, Mr. Stanfield? 

A. Near Edgemont, Arkansas. 

Q. Will you give us your address? 

A. Well, I get my mail Route 1, Shirley, Arkansas, j 
Q. Were you and certain business associates in the 1920’s 
engaged in the electric utility business in the Sfate 

1857 of Arkansas? 

A. I was. 

Q. Now, your associates—were you incorporated? 

A. Yes, sir. 

Q. And you your associates were interested in several 
different corporations, were they not, along about during 
the period from 1920 to 1926? 

A. Yes, sir. 

Q. And do you recall what the name of the particular 
corporation was under which you operated in the early 
1920’s? 

A. I believe that was the Arkansas Public Utilities, j 
Q. Now, tell us the names of your associates. 

A. At first there was a board of five directors. 

Q. Now, when you speak about at first, will you fix the 
approximate time? Was it shortly before 1920, would you 
say? 

The Witness: About 1920 was when the Arkansas Public 
Utilities was formed. 

Q. And who were the principal men that made up the 
Arkansas Utilities Company? 

A. Dr. A. R. Amos, W. D. Dickinson, Guy A. Wat- 

1858 kins, Dr. J. A. James of Cotton Plant, and myself 
were the first five. 

Q. All residents of Arkansas? 
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A. All residents of Arkansas except Dr. Amos, who was 
from Iowa. 

Q. Now, amongst other properties, did your organization 
acquire the electric utility property at Heber Springs, Ar¬ 
kansas? 


A. That was the original organization, that hunch, and 
then of course we accumulated other properties. 

Q. Well, the question is what properties did you get? 

A. Well, we acquired power sites in addition to the utili¬ 
ties property at Heber Springs. 

Q. And where were those power sites located? 

A. Just about ten miles northwest of Heber Springs was 
one of them. Another was on Double Fork of Little Red 
River about the same distance, only due north. 

Q. What was the plan of operation of your company and 
of development as regards the acquisition of distribution 
properties and of the development of hydro sites ? 
1859 A. Well, our purpose of operation was to buy 
small utilities, or larger ones, install diesel engine 
plants, and develop hydroelectric power to furnish—the 
idea being to tie them together as we could acquire them and 
hold the diesel engine plants as a standby or supplement to 
the hydro-electric power. 


Q. What did Arkansas Light and Power Company do as 
regards your company? 

A. Well, we increased our Board of Directors at that 
time to quite a number of influential men in the different 
nearby towns that would consume the power, and started 
development of a large hydroelectric plant known as the 
Judsonia—known as the Arkansas Hydroelectric De- 
1860 velopment Company with a plant north of Searcy and 
Judsonia. 

Q. About what was that? 

A. That was in about 1921 or ’22. 

Q. And what if anything did Arkansas Light and Power 
Company do in that connection ? 

*•••••• 
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The Witness: After we had let the contract for con¬ 
struction and the work had started, the Arkansas Power 
and Light Company acquired a majority of the stock and 
stopped the development. 

• * • • * • • i 

Presiding Examiner: Is that Arkansas Light and Power! 

The Witness: Arkansas Power and Light Company or 
Light and Power Company, that is right. 

Mr. Lasley: Now, which company was it? 

Mr. Young: Ask him what year. | 

Presiding Examiner: About what year was that, 

1861 because Light and Power was the name first, and 
Power and Light is the name now. 

Mr. Purdue: That is correct, sir. 

The Witness: It was the Light and Power Company ithat 
first acquired it. 

• •••••• 

I 

I 

Q. Now, what did the company then decide as regards 
the Herber Springs property? | 

Mr. Young: What company? | 

The Witness: Well,- I 

Mr. Young: Wait a minute. I don’t understand! the 
question. 

Mr. Purdue: The Arkansas Public Utilities Company. 

The Witness: The stockholders of that—of which I was 
one, and an objecting one; there was two of us objecting— 
the other directors decided to settle. 

Q. Now, was that in the fall of 1926 ? | 

A. I couldn’t be certain just when it was, the exact 
time, but it was near ’25 or ’26, sometime in there. 

Q. And what did you then do, Mr. Stanfield? 

A. I, with two of the dissenting directors, immediately 
made a bid for the property. 

1862 Q. Now, who else, if anyone or company, made a 
bid for the property? 


| 

I 
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Mr. Young: Excuse me. What property are we talking 
about? 

Mr. Purdue: Heber Springs. 

The Witness: I believe it was the Power and Light Com¬ 
pany at that time. 

Q. State whether or not those bids were submitted for¬ 
mally and at the same time? 

A. That is right, yes. 

Q. And who got the property? 

A. Arkansas Power and Light Company. 

Q. Now, after that, were you connected with the General 
Power and Light Company and the Southern Edison Com¬ 
pany? 

A. With the dissenting directors, those who agreed with 
me, or in other words protested the sale of our plants, im¬ 
mediately by the solicitation of well-to-do men—in other 
words, I can name them if you wish—decided to go ahead 
and go to accumulating and buying up utilities with still 
the same idea in view of developing cheap power in Ar¬ 
kansas, and we organized the Peoples Public Service Cor¬ 
poration then, which was later sold to the Southern Edison 
Company. 

Mr. Lasley: Did you say Peoples? 

The Witness: Yes. No, beg your pardon, that is 
1863 not right. That was E. T. Stanfield Company, and 
that sold to the Southern Edison Company, their 
properties. 

Q. State whether or not you became a stockholder in 
General Power and Light Company, or the Southern Edi¬ 
son Company. 

A. Beg pardon? 

Q. Did you become a stockholder in the General Power? 

A. I did. When the Southern Edison Company was 
taking our company over, we became a part of the South¬ 
ern Edison Company, and as that I was a stockholder to 
the extent of my connection with the other company. 
.»••••• 

Q. Do you know why Arkansas Light and Power Com¬ 
pany acquired Heber Springs? 
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1864 Presiding Examiner: Do yon know why ? Thajt is 
what he asked you. 

The Witness: Yes, I know why, because they said it Was 

cutting in on their territory- 

Mr. Lasley: Wait a minute. Who is “they”? 

The Witness: Well, Mr. Pete Couch was one of them. 
I think he is still living and will tell you that if he is here. 
Mr. Young: He has no connection with our company. 
Presiding Examiner: That is right, but he is telling it. 

Q. What was the man’s name which you stated? 

A. Mr. Pete Couch, a brother of Mr. Harvey Couchj 
Q. I see. Was he connected with the Arkansas Light 
and Power Company at that time? 

A. He was, because he was purchaser, the chief purchas¬ 
ing agent of the company, his company, and I was the 
purchasing agent of my company, and in that way we com¬ 
peted on any properties that were for sale, and he wduld 
meet me in competition on those things. 

Q. Now, in the fall of 1926, did you represent the Gen¬ 
eral Power and Light Company and the Southern Edison 
Company in connection with the proposed purchase of the 
Water and Electric Utility property at Batesville, Arkan¬ 
sas? 

A. Yes, sir, I was. 

i 

• • • • • • # 

1865 Q. Was a bid made by General Power and Light 
Companv for the Batesville property in November of 

1926? 

A. About that date, somewheres in the fall of ’26, ye$. 

Q. State whether or not there were sealed competitive 
bids made ? 

A. There was. The Utility Board required or asked for 
sealed bids from, I believe, three or four different com¬ 
panies. Among them was the Southern Edison Company, 
whose parent company was the General Power and Light, 
and the Arkansas Power and Light Company. 

Q. What company, if any—what other company, if any, 
put up a bid at the same time? 

A. Arkansas Power and Light Company, and S. R. Mor- 
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gan and Company, and my company, the Southern Edison 
Company. There was one other company, but I can’t recall 
who it was. Their bid was not considered. 

Q. How did you arrive at the amount of your hid 

1866 for Batesville, Mr. Stanfield? 

A. I made a survey of the properties, the net 
tangible value and the earning power, with the prospect of 
increases by proper development and enlargement, and I 
based my bid on those things. 

Q. Now, Mr. Stanfield, going on to some other proper¬ 
ties, one other question first in connection with Heber 
Springs. Do you recall the name of a company called 
Heber Springs Electric Company in connection with Heber 
Springs? 

A. No, I don’t. 

Q. I see. Now, taking up two other electric utility prop¬ 
erties in two other towns, did you and your associates ac¬ 
quire the electric utility properties at Bradford, Arkansas 
and Newark, Arkansas? 

A. We did, yes, sir. 

Q. Do you recall about when that was ? 

A. That was along in ’24 or ’25, I believe, as near as I 
can remember now. 

Q. Now, in or about 1927, did you sell those properties? 

A. They were a part of the Southern Edison Company. 
They were later turned to the Southern Edison Company, 
in that group. 

Q. Well, now, state whether or not the properties were 
sold by Southern Edison Company to Arkansas 

1867 Power and Light Company? 

A. They were; all of the Southern Edison Company 
properties, in both Arkansas and Mississippi, were sold. 

Q. Now, to refresh your recollection, were not the Brad¬ 
ford and the Newark properties sold to the Arkansas Power 
and Light Company separate and apart from other Southern 
Edison Company properties? 

A. I don’t remember that they were. I am not sure. I 
was thinking, from my recollection at the present time, that 
they were with the other group of properties. 

Q. But you may be mistaken as to that feature? 
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A. Yes, sir. I 

Q. After this lapse of time? 

A. Yes. 

• * * # • • • 

j 

Q. It may be, Mr. Stanfield, that I am mistaken ijn my 
facts about Newark and Bradford. I would like to show 
you page 132 of Item A in this proceeding, which shows that 
chain of title as regards Newark and Bradford, and I note 
that it appears on this chart, at least, that J. S. Davis 

1868 owned Bradford in 1926, Adams and Dickinson in 
1927, and that they conveyed to Frank A. Reid, and 

also that Newark Ice and Light Company owned Newark in 
1927, and that it was then conveyed to Frank A. Reid. Does 
that refresh your recollection as regards the Newark and 
Bradford properties? 

A. No, it doesn’t. My recollection was they was a part 
of the Southern Edison Company. 

Q. Did you have any connection with the Newark Ice and 
Light Company, or J. S. Davis or Adams and Dickinson? 

A. Adams and Dickinson was Newark men, as I under¬ 
stand it, as our papers showed by my memory, and j. S. 
Davis owned the Bradford plant. 

Q. Did you have any connection with any of those 
men? j 

A. Nothing except I made the purchases from J. S. Davis 
of the plant there, and Dickinson on the Newark property. 

Q. And did you afterwards convey the property to the 
Electric Power and Light Corporation, or to Frank A. Reid? 

A. Frank A. Reid, I think—I am not sure as to that. I 
couldn’t recall just exactly what. I know that was with the 
group of properties when we acquired the Batesville plant 
for the other company. 

Q. Well, after acquiring the Newark and Bradford prop¬ 
erties, or the Bradford property from Messrs. Davis and 
Dickinson, did you sell them to Electric Power hud 

1869 Light Company? 

A. Yes, sir. They were sold to that company, but 
through the Southern Edison Company. 
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Q. Now, did you have a conversation with Mr. Harvey 
Conch with respect to the Bradford and Newark properties? 

Mr. Lasley: What is the date, approximately? 

Mr. Purdue: I am going to ask him that next. 

The Witness: No, not on them. My only discussion of 
that property was Batesville. Of course they tied in. That 
was a part of the tie-in there. Newark is one of the nearest 
utilities to Batesville, and Bradford of course is down near 
Newport. They all was in line there toward the Batesville 
plant, and at that time there was no transmission line in 
that territory. 

Q. Now, turning to the properties of the Southern Edi¬ 
son Company, were the properties of the Southern Edison 
Company sold to Electric Power and Light Corporation or 
to Arkansas Power and Light Corporation in 1928? 

A. They were. 

Q. And were you connected with the Southern Edison 
Company at that time ? 

A. I was the director and was the general purchasing 
agent for the Southern Edison Company after we sold the 
E. T. Stanfield Company to the Southern Edison Com¬ 
pany. 

1870 Q. In what other state than Arkansas did South¬ 
ern Edison Company own properties? 

The Witness: In Mississippi, that I had connection with. 
Of course they had some in Arizona, and some other states. 

Q. Now, in 1928 did Southern Edison Company con¬ 
template the purchase of properties in Charleston, Missis¬ 
sippi and Forest City, Arkansas? 

A. They did. 

Q. And did it also contemplate the purchase of other 
municipal plants in Arkansas ? 

A. Yes, sir. 

Q. Now, do you know why Arkansas Power and Light 
Company, or Electric Power and Light Company, as the 
case may be, wanted to acquire the Southern Edison Com¬ 
pany properties? 

• •••••# 
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Q. The question, sir, is do you know why Electric Po[wer 
and Light Corporation, or Arkansas Power and Light Com¬ 
pany wanted to acquire the Southern Edison Company 
properties ? 

A. Not except what Mr. Couch told me. 

1871 Q. And when did you have a conversation with 
him in that connection? 

A. Just before the sale was made from the Southern 
Edison Company to the Arkansas Power and Light Com¬ 
pany? 

• •••••• 

I 

I 

1873 Q. Did the acquisition by Electric Power and Light 
Corporation or Arkansas Power and Light Company, 
as the case may be, prevent the acquisition by Southern 
Edison Company of the Charleston, Mississippi, and Forrest 
City, Arkansas properties? 

A. They did of the Charleston, Mississippi. We were 
the successful bidders on that property, and they filed an 
injunction and stopped the sale- 


The Witness: The property of the Southern Edison Com¬ 
pany was then acquired before we got to the competi- 
1874 tive bid on Forrest City, but the other one, we had 
secured but the Forrest City, we had not. 

Q. That is, acquired by whom? 

A. By the Arkansas Power and Light Company, and its 
affiliate, Mississippi Power and Light Company. 

Q. Now, Mr. Stanfield, with respect to Newark and Brad¬ 
ford, were those electric towns, I mean electric utility prop¬ 
erties, or towns, contiguous on either side to property owried 
by Arkansas Power and Light Company? 

A. They were. 

Q. And- 

A. Well, pardon me. Newark was not at that time, be¬ 
cause Batesville was a municipal plant, but when we acquired 
Batesville, then of course that was a tie-in. 
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Q. Now, did you have a conversation with Mr. Couch as to 
his reasons for wanting Bradford and Newark? 

A. I did. 

• #••••• 

1875 Q. Now, will you explain that a little bit further; 
I don’t quite understand it. 

Mr. Lasley: Explain what ? 

A. Well, I couldn’t—if the rule would govern the other 
properties up there, I don’t know, in regard to their ideas, 
according to the judge’s- 

Presiding Examiner: Well, no, the question was only 
whether or not there were certain properties adjoining on 
to one another and you said they didn’t join on until after 
you got Batesville. 

A. Yes, sir. 

Presiding Examiner: And that is what he is asking you 
to explain, I think that is all, not what someone told you. 

*#•*••• 

1876 The Witness: All right, I don’t know just, the only 
thing I know is that they had the officers of the Power 

and Light Company, had power sites acquired north of 
Batesville which was given as their reasons for holding them 
properties regardless or connecting them with their system. 

Q. And by those properties, you have reference to the 
Newark and Bradford properties. 

A. And Batesville. 

Q. And Batesville. 

A. That is right. 

Q. Now, do I understand you correctly that Arkansas 
Power and Light Company by acquiring Bradford and 
Newark acquired properties which were contiguous to 
properties that they owned on either side? 

A. They owned properties on each side of Bradford, and 
adjoining properties to Bradford, which was Newport. 

Q. I see. 
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A. And of coarse, that joined Newark too, you see. I 
Q. Which adjoined Newark? | 

A. Newport, and the Arkansas Power and Light Company 
had the Newport properties. 


1877 Cross-examination. 

I 

By Mr. Lasley: 

j 

Q. Just a little. Mr. Stanfield, how long have you been 
in the electric business in 1920? 

A. How long since then? 

Q. No, how long had you been in the business then? 

A. About, well, I started in 1913 and ’14. j 

Q. Yes, but were you an electrical engineer? 

A. Civil and electric. | 

Q. Civil and electric engineer. 

A. Yes, sir. 

Q. During your experience you have bought and traded 
and sold many electric properties, haven’t you? I 

A. Well, probably thirty or forty, maybe fifty. Well, 
I have bought more than that, because I was purchasing 
agent for the General Power and Electric, bought in several 
states. 

Q. And you bore quite a reputation as being a good ap¬ 
praiser, determining values of property, didn’t you? 

A. Well, I don’t know as to what that reputation was. 
I was employed in that capacity, any how. 

Q. Yes, sir. 

A. By Southern Edison Company. 

Q. Now, in determining the price to pay or to be 

1878 received for property, what was it you do? I 

A. With the what? j 

i 

I 

A. In making an appraisal, the first thing I determined 
was the physical value of the properties in operation, tjie 
number of connections made, the return on the investment, 
and the future possibilities of the property and determined 
the value by that. 
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Q. In other words, you take into consideration the phys¬ 
ical value of the property, the tangible property. 

A. Yes. 

Q. And the number of customers they had. 

A. Yes. 

Q. Its gross revenue. 

A. Yes. 

Q. Its operating expenses. 

1879 A. Yes, sir. 

Q. And you would arrive at a value on that basis. 

A. Plus the- 

Q. Prospective development. 

A. Yes, development. 

Q. Was that the method you pursued in determining the 
amount which you were to bid for, did bid for Batesville? 

A. Yes, sir. 

Q. What did you bid? 

A. There was two bids submitted on Batesville. The 
first was because- 

Q. Wait a minute. I asked you what you bid on Batesville. 

• #••••• 

A. Final bid was four hundred twenty five thousand. 

Q. Yes, sir, that is twenty five thousand more than the 
power company bought it for, wasn’t it? 

A. I don’t—their hid was four hundred thousand, four 
hundred and five thousand. 

Q. They bought it for four hundred thousand, 

1880 didn’t they, or four hundred and five thousand? 

A. They bought a group together. I don’t remem¬ 
ber the specific amount for Batesville because it was a part 
of the Southern Edison Company’s which comprised about 
fifty properties. 

Q. Did Batesville belong to Southern Edison. 

A. Yes, sir. 

Q. 'When did it get it? 

A. When I bought it. I was the purchasing agent for 
the Southern Edison Company when it was bought. I was 
the purchasing engineer. 
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Q. What would you be paying four hundred and twenty 
five thousand for it then if you owned it? 

A. I didn’t own it. 

Q. Did you buy it for the municipality up there? 

A. I bought it for the Southern Edison. 

Presiding Examiner: He said he acted as the agent in the 
purchase. 

The Witness: I was the agent. 

Q. Did the Southern Edison buy it from the municipality? 
A. They did. 

Q. Who did the Southern Edison sell it to? 

A. Arkansas Power and Light Company; that was 

1881 my, the deal was—there was some other light com¬ 
pany which was a parent company of the Arkansas 

Power and Light Company and part of the negotiations 
was made with them. 

Q. Think of this; the Arkansas Power and Light bid fpur 
hundred thousand dollars for that property, didn’t they? 

A. That is right. 

Q. And you bid three hundred ninety six thousand at fibst. 
A. I first bid three hundred ninety six. 

Q. Yes, sir, and the bid of the Arkansas Power and Light 
Company was accepted, wasn’t it? 

A. No, the Arkansas Power and Light Company sub¬ 
mitted their bids and was represented only by their attor¬ 
ney there because this Mr. Pete Couch couldn’t get up there 
and they asked that another bid be submitted. 

Q. And then you submitted what? 

A. Four hundred and twenty five thousand, made my 
second bid. 

Q. Then in your opinion, based on your experience in 
valuing that property, you thought it was worth four hun¬ 
dred and twenty five thousand, didn’t you? 

A. Well, that is what I was instructed to bid after going 
over it with my people and my appraisal. 

Q. Yes, sir. And that was the time the Arkansas 

1882 Power and Light Company bought it, you thought it 
was worth actually worth four hundred and twenty 

five thousand dollars, is that right? 
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A. I did, and they accepted our bid and the Arkansas 
Power and Light Company got an injunction and taken it 
before the Supreme Court and our attorneys won the deci¬ 
sion. 

Mr. Lasley: Well, that is all. 

The Witness: In the Supreme Court. 

Mr. Lasley: He thinks it is worth that; that is all we want. 
The Witness: That was the light plant and water works, 
mind you. 

By Mr. Purdue: 

Q. Mr. Stanfield, do you recall from whom you acquired 
the Newark properties; was it Newark Ice and Light Com¬ 
pany, or was it some other? 

A. Mr. Dixon. 

Q. Sir? 

A. Mr. Dixon. 

1883 Q. Mr. Dixon. 

A. Yes, sir. 

Q. W. L. Dixon? 

A. That is the man. 

• •••••• 

Redirect examination. 

1894 By Mr. Purdue: 

Q. Now, taking up the matter of Batesville, as I under¬ 
stand your testimony, the original bid of General Power and 
Light Company for the Batesville Water and Elec- 

1895 trie property was three hundred ninety six thousand 
dollars. 

A. That was the original bid. 

Q. And the bid of the Arkansas Light and Power Com¬ 
pany was four hundred thousand dollars. 

A. That is the original. 

Q. And then shortly after that, you bid four hundred 
and twenty five thousand dollars for those properties. 

A. That is right. 

Q. And the Water and Electric Light district of Bates¬ 
ville accepted that four hundred and twenty five thousand 
dollar bid on your part. 
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A. That is right. 

Q. Then, as a result of litigation which ensued, the trial 
court rendered a decree in which it enjoined the Water and 
Electric Light District from selling the property to your 
company for four hundred and twenty five thousand dollars. 
A. There was an injunction granted. 

Q. Yes, sir, and then did your company take an appeal 
from that decree? 

A. We did; yes, sir. j 

Q. And who were your attorneys on that appeal? 

1896 The Witness: Mahaffey, Miller and Mahaffey. j 


By Mr. Purdue: 

Q. Now, was the case ever decided on the appeal? j 

A. No, except Mr. Miller explained to me- 

Q. All right, the answer is no. 

A. No. j 

Q. State whether or not a settlement was arrived at pend¬ 
ing the decision on appeal ? 

A. There was. | 

Q. "What were the general terms of that settlement? j 
A. They were to take, the Arkansas Power and Light 
Company, were to take the property over and pay the 'at¬ 
torney fees, our attorney fees. | 

Q. What figure was the Arkansas Power and Light Com¬ 
pany to take over the Batesville property except for 
1897 the attorneys fees? j 

A. Three—Four hundred thousand dollars. 

Q. Four hundred thousand dollars. 

A. Yes. j 

Q. And then was the case settled upon those terms ? 

A. It was, and the attorney fees. j 

Q. And the attorneys fees. 

Recross-examination. I 

By Mr. Lasley: 

Q. Then the Arkansas Power and Light got the property 
for less than what you thought it was worth, didn’t they? 
A. They did, I presume. ! 
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1979 W. H. Wolf was called as a witness for and on 
behalf of the Commission, and having been first duly 

sworn, was examined and testified as follows: 

Direct examination. 

By Mr. Purdue: 

Q. Will you state your name. 

A. W. H. Wolf. 

Q. Where do you live, Mr. Wolf! 

A. Mountain Home, Arkansas. 

Q. Did you in and prior to 1927 own a half or approxi¬ 
mately half of the stock of the North Arkansas Power Com¬ 
pany! 

A. I owned half in 1927, not prior to that. I owned part. 
Q. And was North Arkansas an Electric Utility company 
distributing electric energy at Cotter, Gassville, Mountain 
Home and Flippin! 

A. The North Arkansas Power Company was. 

Q. Yes, the North Arkansas Power Company. 

A. Yes, sir. 

Q. And were you, state whether or not you were 

1980 engaged in the operation of that company in and 
prior to 1927. 

A. I developed it and at that time was the manager. 

Q. Yes. 

A. The president of the corporation. 

Q. Now, at this time, Mr. Examiner, I offer an exhibit 
for identification, next in order, a copy of what appears to 
be an agreement dated December 21, 1927, between W. H. 
Wolf and L. R. Myers. 

Q. State whether or not in December of 1927, you sold 
your half interest in the North Arkansas Power Company 
to Mr. L. R. Myers. 

A. I sold a half interest to the Southern Security Com¬ 
pany of which Mr. Myers was, I don’t know whether he 

was the owner or what he was, but any way- 

Q. Of which he was president, or other officer; is that 
right! 

A. Yes. 
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1981 Q. And state whether or not Mr. L. R. Myers in 
that transaction was the representative of Arkansas 

Power and Light Company. 

A. It was the supposition that he was. I have no definite 
knowledge as to whether or not he was. 

Mr. Lasley: We ask that the answer be stricken. 

A. Sir? 1 

i 

Presiding Examiner: Is there any controversy over 
whether he was or was not? The answer of the witness 
was not good, he says it was the supposition. 

The Witness: Certainly I knew of no connection between 
them positively. I never saw any of their agreements. 

• •••••« 

I 

Q. State whether or not Exhibit 86 for identification 
is a copy of the agreement of sale and purchase of your 
stock with Mr. Myers. i 

1982 A. We had such an agreement. 

Q. Well- 

A. Whether or not there is a copy, this is a copy of it is 
too far to remember. j 

Q. Does it appear to be, Mr. Wolf? 

A. It appears to be the agreement we had. 

• • • • • • • i 

1985 Q. Where do the communities of Mountain Home, 
Cotter, Gassville and Flippin, where are they located 
with reference to the Norfolk River? 

A. Mountain Home is about nine or ten miles west of 
Norfolk River. Cotter is about twelve miles west of Moun¬ 
tain Home. Flippin is about four miles west of Cottier, 
and Gassville is between Mountain Home and Cotter, about 
two miles out of Cotter. 

Q. Now, in 1927, the time you sold your interest in these 
properties, what were the elements making up the value 
of the properties ? 

• •••••• 
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1986 A. Well, we had a generating plant, a distribution 
system between these towns, and distribution system 

in the towns. 

Q. In other words, one element was the physical facili¬ 
ties. 

A. Yes. 

• •••••• 

1987 Q. Well, in your judgment at that time, what were 
the possibilities, if any, for the development of power 

dam sites on the Norfolk River? 

A. Well, naturally we all thought that sooner or later 
the rivers all around would be developed. 

Q. Yes. 

A. Norfolk, White River, Buffalo. 

Q. All right, now, did the—state whether or not the loca¬ 
tion of the towns which you served in proximity to the Nor¬ 
folk River entered into your judgment as to the future value 
of those properties. 

A. Well, I always from the time I was a small boy had a 
vision of these rivers being harnessed into electric power 
dams. 

Q. Yes. 

A. I built my life up around that vision. 

Q. Well, please state for the benefit of the commission, 
the relevancy if any, of the location of the towns in prox¬ 
imity to the river in that connection. 

A. Well, we were centrally located. Take Norfolk dam 
that is twelve miles or thirteen in one direction from 

1988 Mountain Home; Bull Shoals, which is being built 
at the present time is about nine, or about the same 

distance in the opposite direction. The future Buffalo 
river dam will be about the same distance in a southerly 
direction, when it is developed. 

We are in the center. 

Q. Were those- 

A. Of the power development. 

Q. Were those developments or some of them or similar 
developments possibilities which you foresaw? 

A. Yes, sir. 

Q. In the nineteen twenties? 

A. I foresaw them and still foresee them. 
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Q. Now, what would you say as regards the future darn¬ 
ing power possibilities of your properties at the time that 
you sold your interest in them? 

A. Well, the way I looked at it at that time, they were 
unlimited. There was no development to speak of at that 
time, and a man could foresee what has and is happening 
now. 

Q. And- 

A. It is still unlimited. 

Q. And for increasing earning power? 

A. Yes, sir. 

Q. And- 

1989 A. They haven’t reached the peak up in there! yet. 

Q. What would you say as to your judgment re¬ 
garding the increase in population if any at Mountain 
Home? 

A. Well, the population has increased from about j five 
hundred in- 

Q. Well, now, I am not talking about- 

A. 1927? 

Q. What has happened since that time, but what iwas 
your opinion and judgment at that time as to what would 
be the future growth of Mountain Home? j 

A. Well, it has already exceeded my expectations. 

Q. Well, what were your expectations at that time?i 

A. Double, possibly triple population. 

Q. And at the time you sold your properties, what jper- 
centage of the homes and business establishments in Cotter 
were wired to receive electric energy? 

A. Well, we were just getting good and started there 
then, I would think fifty to sixty percent. 

Q. In your opinion, did you consider that the development 
of Cotter from the standpoint of homes wired and of elec¬ 
tric energy that would be sold there would be increased 
over and above that fifty percent? 

A. We expected to eventually get them all, of course, a 
hundred percent. 

Q. Now, tell the examiner whether or not all those 

1990 considerations entered into your judgment as to the 
value of your properties. 

• • * * • • • 
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A. Why, certainly the prospective business enters into 
yonr judgment. We expected to get more business and 
naturally make the business itself worth more, just as if 
a man had any kind of a property in a good location and a 
right to do more business for fifty years exclusively, that 
right and so forth would enter into what he considered the 
property would be worth, or the business to be worth. 

Cross-examination. 

By Mr. Lasley: 

Q. Mr. Wolf- 

A. Yes, sir. 

Q. How long did you say you had been in the Electric 
business? 

A. I started studying electricity in 1910 at the University 
of Arkansas. 

Q. 1910; did your company build those properties up 
there at Cotter, Mountain Home? 

A. Yes, sir. 

Q. That is, you purchased the material and put it in the 
ground and made the connections? 

1991 A. Yes, sir, built it from the ground up. 

Q. Do you know what original cost means with 
respect to electric property? 

A. Do I know what the cost- 

Q. No, what the term, original cost means? 

A. Well, I would think so. 

Q. What is your idea of it? 

A. The original cost. 

Q. Yes, sir, of the electric property. 

A. Well- 


1922 Q. Of electric property. 

A. Well, I think so. 

Q. What is it? 

A. The original cost is what it cost you when you built 
it, and put it in. 

Q. Is the cost to the party who built it and put it in service. 
A. Yes, sir. 
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Q. That would be that- 

A. The original cost in my judgment would be 
1993 what it actually cost to install and equip it. 

Q. And equip it. 

A. I may be wrong. 

Q. You didn’t sell your property on that basis, did yhu? 

A. No, sir, I didn’t sell it on the basis of original cost. 

Q. Do you know anybody- 

A. It entered into it. 

Q. How is that? 

A. I say, the original cost entered into it, of course, hut 
I expected, as any one else would with a going business, 
to get more for that business than it cost me. 

Q. Than it cost you. 

A. If I was about to fail or something, I would take any¬ 
thing I could get. 

Q. Well- 

A. But with a going business, any man will expect to get 
more for a going business than it actually cost him. 

Q. Yes, sir. 

A. I have got a business now I wouldn’t sell out for 
invoice. 


2038 Frank M. Wilkes was called as a witness ahd, 
having been first duly sworn, was examined and testi¬ 
fied as follows: 

Direct examination. 

I 

By Mr. Purdue: 

j 

Q. Will you state your name? 

A. Frank M. Wilkes. 

Q. Wliere do you live? 

A. Shreveport, Louisiana. 

Q. What is your profession? 

A. I am an electrical engineer by training, and I am 
now president of the Southwestern Gas and Electric Coto- 
pany, a utility business. 

Q. In Shreveport? 
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A. Yes, sir. 

Q. Louisiana? 

A. Yes, sir. 

2039 Q. Were you formerly in the employ of Arkansas 
Light and Power Company? 

A. Yes, sir. I went with the Arkansas Light and Power 
Company in September of 1919, just after I got out of 
World War I. 

Q. Did you remain with Arkansas Light and Power 
Company until it was merged into Arkansas Power and 
Light Company in the fall of 1926 ? 

A. Yes, sir. 

Q. And then did you continue in the employ of Arkansas 
Power and Light Company? 

A. I stayed with that company until January 15, 1941. 

Q. What was your first position with Arkansas Light 
and Power Company when you entered their employ in 
1919? 

A. I started with them as commercial manager of the 
company. 

Q. Now, will you go ahead and state the other positions 
that you held first with Arkansas Light and Power Com¬ 
pany, and later with Arkansas Power and Light Company, 
and the approximate period of time that you held each 
position? 

A. This will have to he approximate, because that was 
an awfully long while ago. I went with them as commercial 
manager in September of 1919, and I became operating 
superintendent sometime in September of 1920. I became 
general superintendent sometime in 1923 or 24, I am 

2040 not sure. I became general manager of the company 
in 1926, 1 think it was, or ’27—’27 as I recall it, and 

I became a vice president of the company in 1940. 

Q. 1930? 

A. 1940. 

Q. Sir? 

A. I became vice president of the company in 1940. 

Q. Oh, yes. Do you recall that it was in July of 1925 
that the sale of the Southern Power and Light Company 
properties to Electric Power and Light Corporation was 
consummated? 
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A. I couldn’t say whether it was or not. It was sometime 
in 1925, but I couldn’t say whether it was July or not. It 
was in the summer of that year. 

Q. I see. Well, during the period from that time tp the 
year 1930 inclusive, did you, on behalf of Arkansas Light 
and Power Company, Arkansas Power and Light Company 
and Electric Power and Light Company, as the ease mhy be, 
purchase numerous properties which became a part of Ar¬ 
kansas Power and Light Company’s system? 

I 

* • * * # * * 

The Witness: To my knowledge, I never acted for 

2041 Electric Power and Light at all, but I did act fot the 
other two companies. 

Q. In the purchase of numerous properties- 

A. Numerous properties. 

Q. —during that period of time? 

A. Yes, that is right. 

Q. Now, also before the summer of 1925—that is, before 
the time that the Couch interests sold to Electric Pbwer 
and Light Corporation, during the period say from late in 
1924 to the summer of 1925—did you, on behalf of Arkansas 
Light and Power Company negotiate for the purchase of 
certain other properties which later became a part of 
Arkansas Power and Light Company’s system? 

I have in mind one instance, the town of Judsonia and 
the town of Bald Knob, and certain others—Searcy,j for 
instance. 

A. I don’t think—I know I didn’t buy Searcy in ’24, and 
I don’t think I bought those other towns. I was eventually 
the agent that bought Bald Knob, Judsonia and Kensett, 
but as I recall it, they were bought in ’25. 

Now, I might miss a year more or less, for that is an 
awful long while ago. 

Q. But whenever they were bought, you had a part in 
those purchases ? 

A. Yes, I did. 

Q. Now, let’s take up the matter of the Consumers 

2042 Ice and Light Company acquisition. Do you recall 
participating in the investigation and purchase of 
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the Consumers Ice and Light Company properties at Mag¬ 
nolia, McNeil and Waldo in 1925? 

A. The Consumers Light and Ice Company? 

Q. Yes, sir. 

A. I don’t think I had anything to do with that. I am not 
sure. In my mind, my mind is that I didn’t. 

I think I bought the ice plant in Magnolia. I bought that 
from Mr. Tooke on some kind of trade with him, as I remem¬ 
ber. Those other properties at Magnolia I don’t remember 
about. 

Q. Well, as we proceed, it may be that certain memo¬ 
randa— 

A. You realize this is 23 years ago. 

Q. I realize that, Mr. Wilkes. 

A. I didn’t know when you talked about Consumers Light 
and Ice, I didn’t even know what you were talking about 
until you said Magnolia. 

Q. As we go along, maybe some of the facts will come to 
your mind, no doubt as we look at certain of these memo¬ 
randa. 


• • • 


2043 The Witness: You know, I have forgotten all about 
this letter. I am reading this with a great deal of 
interest. 

You know reading this letter, the best laid plans of mice 
and men gang aft aglee. 

Q. After reading Exhibit 89 for identification, do you 
recall having made an investigation of the Consumers Ice 
and Light Company’s properties? 

A. I don’t remember it. I must have written this letter, 
but I know from just looking at it that it is one of the things 
I wanted to do and didn’t get to do. 

We bought Magnolia and we bought Haynesville. We 
missed Minden. Somebody else got Arcadia. We didn’t 
get Hope. We didn’t get Prescott. But I think the idea 
was good. 
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2044 Q. Where are Minden, Arcadia, Homer and 
Haynesville located? 

A. Minden is located about thirty-five miles due west 
from Shreveport. 

Q. In Northwest Louisiana? 

A. Northwest Louisiana on the V. S. & P. Homer ii just 
north of there, and Haynesville is north of Homer. They 
are about 12 miles apart, those towns are. 

Arcadia is just west of Minden. Magnolia is across the 
Arkansas line about twenty-five miles from Haynesville. 

Q. Now, had the plan to which you referred been coiisum- 
mated, by which one of the Couch companies, if any, was it 
proposed that Minden, Arcadia, Homer and Haynesville 
would be served? 

A. You are taking me back a long way. I think the name 
that we had down there in Louisiana was the Louisiana 
Light and Power Company. I was operating superintend¬ 
ent for all the Couch interests back there, and I don’t know 
whether those towns—I think they were Louisiana Light 
and Power Company, but that was an awfully long while 
ago. 

Q. Now, if I got your testimony correctly, Magholia, 
Hope, Prescott and Arkadelphia are in southwestern 
Arkansas. 

2045 A. That is right. 

Q. Now, do Hope, Prescott, and Arkadelphia lie 
somewhat to the north of Magnolia? 

A. I would say that Hope is almost due west of Magnolia, 
or maybe a little northwest of Magnolia, and then Prescott 
is about eighteen miles northeast of Hope, and Arkadelphia 
is about forty miles still further northeast of Prespott. 
That is about the way they lie. 

Q. Now, was it proposed that Magnolia, Hope, Prescott, 
and Arkadelphia would be served by Arkansas Light and 
Power Company if you acquired them? 

A. Yes, I would say yes. 

Q. What company in 1925 served the territory in north¬ 
westerly Louisiana and southwesterly Arkansas to the west 
of Minden, Arcadia, Homer, Haynesville and Magnolia? 

A. In what year was that? 
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Q. In 1925. 

A. I don’t know. I think it was the Dawes interests. The 
sale of Shreveport and those towns out there was made to 
the Southwestern Gas and Electric Company, or rather to 
one of the companies affiliated with that group. I think it 
was in ’26. 

Now, I am not positive about that, because I just don’t 
know. It was the same company, the same bunch of 
ascendants I am now with. 

2046 Q. In other words, was the name of the company 
in 1925 the same as now, Southwestern Gas and Elec¬ 
tric Company? 

A. I don’t know. I don’t know about that. At that time 
I wasn’t particularly interested in that area. 

Q. At any rate, whatever company served that territory, 
it was not a part of the Couch interests or the Electric Bond 
and Share interests ? 

A. No, it was not. 

• •••••• 

2047 Q. In 1925 what company served the territory in 
southwestern Arkansas to the west of Hope, Prescott, 

and Arkadelphia? 

A. In 1925 what company served the territory west 

2048 of Hope, Prescott, and Arkadelphia? 

Q. Yes. 

A. You mean the Dierks properties? 

Q. Name some of the properties. 

A. You mean Nashville and those towns? I don’t know 
who was serving them in 1925. They were not in the terri¬ 
tory that I had anything to do with. 

Q. I see. 

A. I don’t know who served those towns over there. It 
was a long time after that before any company I was con¬ 
nected with was interested in the territory over there. I 
don’t know who served them in 1925. 

Q. Do you recall that Central Power and Light Company 
served the territory in southwestern Arkansas? 

A. I don’t recall anything about any of those Insull 
companies. 
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Q. I see. 

A. I never had any contact with them, and you are asking 
me the same question over and over again, and I don’t ap¬ 
preciate it. I don’t know anything about it. I have told 
you I don’t know anything about those properties. 

Q. Yes, sir. 

A. And that was twenty-three years ago, understand, and 
you are trying to make me say—make me put words in my 
mouth that I know something about something I 
2049 don’t know anything about. 

• • * • • • * 


Q. I realize, Mr. Wilkes, that it has been a long time ago, 
and we are just trying as best we can to get at those facts 
after this lapse of time. 

A. I would like to help you do that. 

Q. Yes, sir. 

A. But let’s get it straightened out as much as we ban. 

Q. Yes. 

A. I don’t even remember ever having been in Shreve¬ 
port around 1924, prior to that time. That has been a long 
while ago. And those properties out there, Nashville, 
De Queen, Foreman and Dierks, and those other prop¬ 
erties—I wouldn’t say whether I had ever been out in 
that part of the country at that time or not. I don’t 
2050 recall anything about it, and I certainly don’t know 
anything about Central Power and Light Company. 

Q. Yes, sir. 

A. If they were ever over there, I don’t know it to this 
day, and I certainly didn’t know it then. 


Mr. Purdue: Mr. Examiner, I would like to offer for 
identification a copy of a memorandum dated April 14, lj)26, 
or what appears to be a copy of a memorandum bearing 
that date, to Mr. W. E. Baker, hearing the initials “L. G. ” 
at the end. 

The Witness: I never saw this memorandum, and I don’t 
know anything about it. The initials “L. G.” stand for 
Louis Garrett, and Mr. W. E. Baker was at that time 
treasurer of the company. But I never saw it before] I 
know nothing about the memorandum. 




930 


Q. I see. Mr. Wilkes, in asking these questions, I am 
merely trying to get at the facts, and we just want your 
help, after this lapse of time. 

A. I am glad to help you all I can, but I never saw 

2051 this memorandum. 

Q. Surely. 

A. They are referring to the Chicago people. I never 
saw this before. 

Q. I see. 

A. I don’t remember any Chicago people trying to buy 
Magnolia. 

Q. I see. 

A. I know the people mentioned here. I know Mr. Wade 
Kitchens and Judge C. W. McKay—he is still living—but I 
know nothing about it except, as I say, I know the people 
involved. This other letter that you gave me here, this one 
dated August 7, 1925- 

Q. Exhibit No. 89. 

A. Yes. I wrote this letter, and there is no reference 
in here to any Chicago people at all, and I don’t know any¬ 
thing about this memorandum. As I remember it, there was 
nobody involved down there. I think I would have had it in 
this letter if I had known there was any competition down 
there. I would have put it in this letter. 

Q. You are referring to Exhibit 89? 

A. Exhibit 89, yes, sir. 

Q. Directing your attention to the third paragraph on 
the first page of Exhibit 89 for identification- 

A. Which one is that ? The one in regard to price ? 

2052 Q. Yes. 

A. All right. 

Q. Would you please explain, Mr. Wilkes, so that a lay¬ 
man such as I can understand it, what was your purpose in 
wanting a front line trench of Minden, Arcadia, Homer, 
Haynesville, Magnolia, Hope, Prescott and Arkadelphia? 

A. Well, that was in our general scheme of developing 
our territory. We felt that that would he about the terri¬ 
tory we would want to develop. Shreveport and Texarkana 
were in somebody else’s hands—I think in Dawes’ hands— 
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but these towns would be a fringe on the outskirts of what 
we thought we should try to develop in Arkansas. 

Q. Now, in such a situation as that—of course these 
are simple questions to you—but in that connection how 
would a front line trench be of advantage, Mr. Wilkes? 

A. You either hold ground or you don’t. A front line 
trench in World War Number One either meant you stayed 
out there and were alive, or else you were destroyed. 

Q. And the same thing- 

A. Applied here. 

Q. To your business? 

A. Yes, sir. At a certain place you are going to break 
off with what you are going to serve and try to develop 
and somebody else is going to develop the territory on the 
other side of you. 

2053 Q. Do I understand it then that it was a matter of 
territory? 

A. Yes. It was very much a matter of territory. Yes, 
sir. You can’t develop a utility company in the heart of 
the Sahara Desert. You have got to have towns and you 
have got to have people and you have got to have industries 
into which you can grow and fit; and if you don’t grow and 
if you don’t fit into those territories, then somebody pise 
grows and fits into those territories. 

Q. Would a front line trench serve to block off the 
utility on the other side? 

A. No, it wouldn’t block them off. They could come on 
in there if they wanted to. 

Q. All right. 

A. There is no such thing as being an exclusive situa¬ 
tion. If you go into a territory in building a property 
you have got to go in there and you have got to serve that 
territory and you have got to treat the people right. If 
you don’t, they’ll run you out. And a front line trench 
meant that we were going down there and we thought we 
had enough money and we thought we had enough peqple 
and we thought we had enough ability to develop that terri¬ 
tory. Now, if you mean if I buy in Arkadelphia or Hope 
that somebody else was coming in and buying in the same 
town, that used to be tried a long while ago, but in the past 
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thirty years it has been a different story. They 
2054 don’t have competition in the utility business. 

Q. But that was not tried in your territory? 

A. Both of them in the same town? 

Q. Sir? 

A. Two companies in the same town ? 

Q. Yes. 

A. No, sir. 

Q. Now, Mr. Wilkes, with a front line trench, I take it 
then that another company could not come in as advan¬ 
tageously as otherwise. 

A. I don’t know what you are trying to get me to say. 

Q. I am just trying to understand the facts. That is all, 
Mr. Wilkes. 

A. You keep asking me those questions. I don’t know 
what you want me to say. I say that after we got into a 
town that I don’t think another company would try to have 
guts enough to try to get into that town, because it is not 
much further to their towns than it is to mine. But if that 
is what you want me to say, I’ll say it. 

• •••••• 

2056 Q. Mr. Wilkes, what is your opinion as to the value 
of the Magnolia-McNeil properties at that time, 

approximately ? 

A. It is awfully unfair to ask me that. I can’t remember 
back that far. If you have a letter I wrote or something 
else, I will be glad to say whether I wrote it and that that 
was my idea, but I can’t remember back that far as to what 
we paid for it. That is going back an awfully long 
while. 

2057 Q. I can appreciate that fully, Mr. Wilkes. 

A. As I remember it, I didn’t play a very big part 
in the purchase of the Magnolia and McNeil properties. 
Harvey Couch sold out that property to some citizens in 
Magnolia, back in 1917 or 1918, before I ever knew there was 
such a person as Harvey Couch. Then some years later— 
it may have been this year 1925 or some other time—if I had 
anything to do with it at all I just went down and looked 
at the property. The negotiations were handled by Harvey 
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Couch. That was his home town. He lived there. I know 
nothing about the purchase of that property. To me it is 
all a total blank. I don’t know what was paid for it or alny- 
thing else. I know that I did not have a very major part 
in it. I bought the ice plant, as I remember it, from Mr. 
Took but the ice plant wasn’t held by the same people' as 
the electric plant was, as I remember it. I just insist I 
don’t know what you are asking me about, because I j|ust 
don’t know about it. I know that is what happened and 
that is the way it happened. Couch was the main negotiator, 
and Mr. Longina—he was also a native of Magnolia. 


2058 Q. Did you receive Exhibit No. 91 from Mr. Pettie, 
Mr. Wilkes? If you remember? 

A. I don’t remember. 

Q. You don’t remember? 

A. Here is a letter with a newspaper clipping attached 
to it. 

Q. Yes. 

A. And it is dated May 13, 1925. 

Q. Yes, sir. | 

A. And you are asking me, Do I remember getting it? 
No, I don’t remember. It is an unimportant letter, asi I 
see it. I know the person who wrote the letter. I know Mr. 
Pettie. 

Q. Who was he, Mr. Wilkes ? j 

A. Vergil Pettie was a gentleman who was connected with 
the people that were planning to develop the Little Red 
River in Arkansas, and I don’t know whether it is Arkansas 
Light and Power Company or Arkansas Power and Light 
Company that acquired from them their rights on 

2059 the river, and Pettie came with us then and he was 
working with me on the acquisition of these towns. 

He would go to a town and scout the land over from the 
standpoint of the people that we ought to contact in order 
to see about buying the property. 

Q. About when did he come with your company? 

A. I couldn’t tell you within a year. 
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Q. Would you say he was with your company on May 13, 
1925? 

A. Evidently so. He is addressing me in this letter as 
“Dear Frank”, so I guess we must have been with the same 
company. 

Q. Was he working under your direction? 

A. Yes, he was. 


2061 Q. Well, Mr. Wilkes, this Exhibit 91 is a copy of 
material which I found in the company’s files, and 

we are simply trying to identify it as best we can. Now, 
referring to the newspaper clipping which is part of that 
exhibit, do you recall that in 1925 the Arkansas-Missouri 
Power Company did acquire certain properties in north¬ 
eastern Arkansas? 

A. No, sir, I don’t. I notice from looking at this news¬ 
paper clipping that they even have the names spelled wrong. 

• •••••# 

Q. Well, did the Fitkin interests acquire properties in 
northeastern Arkansas, say, in or about 1925? 

A. I couldn’t tell you. I know that the Fitkin interests 
owned that at one time because I made a contract with the 
Fitkin interests to sell them some power, but I 

2062 couldn’t tell you when they bought that property. I 
know they had it. 

Q. I see. 

A. I don’t know how extensive the property was. I 
know they had "Walnut Ridge and Hoxie, because that was 
a point to which we built a line in order to serve it. We 
built a line out of Newport out there and they paid, I think, 
for about half the line. Then they bought Blytheville from 
the Couch interests, or rather the Couch interests had some 
properties leased up there. 

Q. About when was it that they bought Blytheville? 

A. I’m trying now to refresh my memory as well as I can. 

Q. Surely. Take your time. 

A. It must have been, when Blytheville changed hands, 
about 1920 or 1921. The Couch interests didn’t own those 
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properties up there. They had them under lease from 
somebody from the owners, and we got in trouble j and 
couldn’t hold them—didn’t have enough money to hold them 
—and we had to give them up. We lost them sometime 
around 1920 or 1921, I think it was. 


2063 Q. Well, now, Mr. Wilkes, without fixing any [cer¬ 
tain year, can you tell us the approximate time it [was 
that the Fitkin interests owned properties in northeastern 
Arkansas ? j 

A. I can’t tell you the year—the exact pedigree of it. 
The Fitkin interests sold out to Insull and Son back there 
sometime, but just what year it was, no, I couldn’t tell you. 

• • • • • • • i 

Q. Was it sometime in the 1920’s 1 ? i 

A. Yes, I think that is broad enough. Sometime in I the 
twenties. That’s right. 

i 

• • • • • • • 

2065 Q. Do you recall that in 1927 you purchased for 
your company the Harrisburg-Weiner line? 

A. I don’t know what year it was, but I did buy that line. 
Q. Yes. 

A. As I remember it, there was another company tjhat 
owned Harrisburg, and they had a line that went out to 
Weiner, and we were in that general territory, supplying 
rice wells. Our high tension line went through there and 
I made a deal to buy their lines in the rice fields, and the 
line over to Harrisburg, and we made a contract with the 
owners of Harrisburg to sell them wholesale power, and 
then later we acquired Harrisburg along with some 

2066 other properties. I couldn’t tell you the year, ijior 
the month, nor the day. 

Mr. Purdue: We offer as the exhibit for identification 
next in order, what appears to be a copy of a letter daljed 
January 19, 1927, to Arkansas Public Service Company, 
from Mr. Wilkes. 
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Presiding Examiner: It may be marked for identification 
as Exhibit No. 92. 

• •••••• 

The Witness: I am very familiar with this exhibit. I 
wrote it. 

Mr. Purdue: We offer as Exhibit No. 93 for identifica¬ 
tion what appears to be a letter dated January 31, 1927, 
to Mr. Wilkes. 

Q. May I ask, Mr. Wilkes, whose signature it is that 
appears on that exhibit? I can’t make it out. 

A. I think that is Odie Owen. 

Q. How do you spell that? 

A. O-d-i-e. Owen. That’s what I think it is. We used 
him as manager of our property down at Wynne. However, 
I do not remember this letter, and I do not remember receiv¬ 
ing it. 

Q. I see. Was Mr. Owen working under you, Mr. Wilkes ? 
A. Oh, yes, he was manager at Weiner when I 

2067 bought the property at Wynne. He was manager 
there for the municipality. He just retired this last 

year, I think, or a couple of years ago. 

• •••••• 

Q. Is the signature appearing on page two of this docu¬ 
ment, Exhibit 94, your signature, Mr. Wilkes ? 

A. Yes. I wrote this letter. 

Mr. Purdue: We offer as Exhibit No. 95 for identification 
what appears to be a copy of a telegram dated February 11, 
1927, to W. C. Tegtmeier. 

2068 Q. Vice president, Central States Power and Light 
Corporation. From Frank M. Wilkes. 

A. Yes, that sounds like one of my telegrams. I think 
I wrote it. 

• •••••• 

The Witness: Both of these, the telegram and the letter 
have to do with that purchase of the rice well lines at Har¬ 
risburg and the general trading back and forth with Harris- 
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burg, that I outlined to you before. That is what these 
were about. 

Mr. Purdue: We offer as Exhibit No. 96 for identifica¬ 
tion what appears to be a copy of a contract between Ar¬ 
kansas Power and Light Company and Arkansas Public 
Service Company, dated March 15, 1927,. 


2069 Mr. Purdue: Would you say that that was a copy 
of the contract that was entered into between the 

Arkansas Power and Light Company and the Arkansas 
Public Service Company? 

The Witness: I can’t tell you whether it is a copy or 
not, but if you will show me the original with my signature 
on it, 0. K. I think this is the same contract, and if it is 
a copy of the contract, I drew it. It is in connection vtith 
the same thing that we were talking about, and means that 
we bought the lines that I told you about and we wholesaled 
power to that company. 

Q. Do you recognize the initials in the lower left hand 
corner of the last page ? 

A. No, those are not my initials. I don’t know who it 
was. But that would not be me. I was just trying to make 
out who it would be. 

Q. I see. 

A. I don’t know who it was. My signature would have 
been up here on contracts of this kind. I wrote the con¬ 
tracts and brought them to Couch, and he always made file 
sign over here, “0. K., F. M. W.”, if I thought it was all 
right. 

Q. Yes. 

2070 A. And this contract I am reasonably sure—I can’t 
say positively, but it is about the trade I told you 

about to start with. It was in connection with buying tjhe 
lines out to Wynne. We bought their rights to the territory. 
They had some county franchises, and they had some con¬ 
tracts, as I remember it, about four or five—rice well con¬ 
tracts. And then I made a contract with them, as this 
shows—this wholesale power to them. Now, a year or two 
years or maybe three years after that we acquired the 



938 


Harrisburg property, but this was just buying some lines 
they had out in the rice fields. 

Q. Now, a few moments ago when you made reference to 
the fact that it was your practice to initial a contract, I 
believe you used the term “up here”. 

A. Yes. 

Q. Did you have reference to the last page of the con¬ 
tracts 1 

A. I don’t know what you are trying to ask me. 

Q. The question was- 

A. (Interposing:) This contract, as far as I know, does 
just what I said—just what I did back there twenty-one 
years ago. Now, here is a typewritten “0. K., F. M. W.”, 
and I say that it used to be customary for me, on the things 
I handled for Mr. Couch’s signature, I would write “0. K., 
F. M. W.” with a pen and not with a typewriter. 
2071 Q. I see. 

A. And I think this is so, but if you are trying to 
run me into something, I don’t know how else I can explain 
it to you. I think I have answered the question as best I 
can. I told you what I did in the contract. That is type¬ 
written there, though, and I am not going to testify to any¬ 
thing the Federal Power Commission hands me, that that is 
what they say it is. 

Q. No, sir. 

A. I think I did that once before, a good many years ago. 

Q. I think your answers are quite satisfactory, Mr. 
Wilkes, and quite frank, and I appreciate them. 

• «•«••• 

Mr. Purdue: We offer as Exhibit No. 97 for identifica¬ 
tion what purports to be a copy of a memorandum dated 
March 16, 1927, and I ask that it be marked for identifica¬ 
tion. It is addressed to Mr. H. C. Couch, from Frank M. 
Wilkes. 


2072 Q. Can you say whether or not you wrote that, 
Mr. Wilkes? 

A. I cannot say whether I did or not. It is about the 



same transaction, and it sounds like I would have written it, 
but whether or not I did, I couldn’t tell you. 

Q. I see. 

A. It is about what I have already outlined. We bought 
the line between Wynne and Harrisburg and they had six 
rice wells on the line. We bought that and we bought the 
rights to serve there that they had, and this purports to be 
my letter to Mr. Couch telling him how much money we 
would get out of it, and what we thought we would s^rve. 
I probably wrote it, but I couldn’t say positively. 

Q. I see. 

A. Too long ago. Now, I will tell you, if you promise 
me you are not going to trip me, I will admit all these let¬ 
ters because I know they are right, but I can’t swear to 
them, Mr. Purdue. 

• *••••# 

2073 Q. It may be that you haven’t ever seen Exhibit 
No. 98 for identification before, Mr. Wilkes, and if 
you haven’t, why of course that is quite all right. But It is 
true, is it not, that in the affairs of the company, the initials 
“H. C. C.” stood for Mr. Harvey Couch, did they not? j 

A. Yes, sir. I have never seen this letter, but I am glad 
to see it. It criticizes the trade I made there. 

Q. It does not appear to me to be criticizing that tradg 

A. It says it is not the kind of a trade we would like. Tjhat 
is what he says. “While this is not just the kind of a trhde 
we would like to have made, it seems that it is the best! we 
could do at this time.” 

Q. Well, was that your own attitude on the purchase^ 

A. No, sir. I thought I made a good trade. I still think so. 

Q. I do too. 

Mr. Purdue: At this time we offer as Exhibit No. 99 ^or 
identification what purports to be an inventory and valua¬ 
tion, transmission and distribution property, from Harris¬ 
burg to Wynne, Arkansas, dated March 25, 1927, and ask 
that it be marked for identification. 
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2074 Q. Are you able to recognize that exhibit, Mr. 
Wilkes? 

A. No, sir, I can’t. Here is a page of figures right here 
in front, and these are my figures. The rest of it I couldn’t 
identify. 

Mr. Young: Mr. Wilkes, are you referring to the pencilled 
figures? 

The Witness: These sheets here. 

Mr. Young: The figures in pencil? 

The Witness: Yes, where I have made some pencil figures. 
I made those. Those are my writing. 

Q. That is the second sheet of the exhibit, is that correct? 

A. Yes, sir. I couldn’t tell you anything about the other 
computations. All I know is that those on that page are 
my figures, and I would have to do some studying in order 
to tell you even what they mean. 

Q. I see. Are the figures on the third sheet—the pencilled 
figures—yours, Mr. Wilkes? 

A. Those are what I say I couldn’t identify. I couldn’t 
identify the other pencilled figures on here. I know 

2075 they are not mine. I don’t know who put those on 
here, and I don’t know whether this sheet was on here 

or not. All I know is that this particular sheet of paper 
contains some figures that I made. These are mine, and 
the other figures are not. I don’t know who made them. If 
you will look at them and compare them, you will see that 
they are an entirely different handwriting, and I don’t know 
anything about them. 

Q. Do you recall if the terms of the agreement that you 
worked out with Arkansas Public Service Company were 
that the purchase price was to be the replacement value of 
the lines as agreed upon by the Arkansas Public Service 
Company and your company, plus the sum of $13,500? 

A. I don’t recall that that was the trade, but you’ve got 
it written down here and, as I said, I will accept that as 
correct. But I don’t remember it. That was a long while 
ago. In buying properties back there sometimes you would 
make a deal like that; you would give the replacement value 
of the property plus one year’s or two years’ revenue. That 
was one of the customary ways of making trades. That 
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may have been what we did here. I don’t know. But )that 
was a very common way of making trades. 

Q. Well, whether that method was used here or not, whs it 
used by you generally in other purchases made by you dur¬ 
ing that period? 

A. No, I wouldn’t say it was generally. In buVing 
2076 properties there were lots of ways you could do it. 

You’d trade. That’s what you’d do. And you’ve 
got to know what you are doing and how far you can go. 

Q. Would you say it was one of the methods which you 
have used? 

A. I have used that method in two or three places. 

Q. Can you recall what some of the other places were 
where that method was used? 

A. I would have to refresh my memory on that. 

Q. I see. 

A. I would have to take every town in, and I think I could 
refresh my memory if I took in every town. Maybe you 
are going to do that. I don’t know. 

Q. No. Well, coming back to the matter of the purchase 
of the Harrisburg-Wynne line, and the statement that One 
element of the purchase price was the replacement value of 
the lines, directing your attention particularly to the third 
sheet of that exhibit- 


Mr. Lasley: Which exhibit? 

Mr. Purdue: Of Exhibit No. 99 for identification, can you 
tell me how that replacement value was arrived at, Mr. 
Wilkes ? 

The Witness: No, sir, those are not my figures. I ddn’t 
know whose figures they are. You will see the differehce 
there between those figures and my figures. 


2077 Q. I do. 

A. These are mine. I made these. I don’t even 
know if those were in connection with Harrisburg. 

Q. Turning then to the second sheet of the exhibit, which 
figures, I believe, you said were yours ? 

A. Yes. Well, I can’t relate that to this because I don’t 
know what this sheet came from. All I can tell you about 
this sheet is that I wrote it. 

Q. Well, can you by studying it a little bit, and I doh’t 
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want to press you—I just want to clear it up, if I can— 
refresh your recollection that the replacement value of the 
lines was $31,500? 

A. Now that you have called attention to it, this may have 
gone with that. 

Q. By “this” you mean-- 

A. The sheet I referred to. You ought not to ask me that. 
I don’t know when I made those figures. 

Mr. Wahrenbrock: I might say, Mr. Wilkes, that I am 
advised by our associates that those figures which appear 
on the second sheet of that exhibit that you are looking at 
are pencilled figures which were on the white fly leaf of the 
original document, of which the exhibit before you is a 
photostat. 

The Witness: There is not a thing on here except 

2078 I have written here “Bill of Sale, American Trust 
Company, Davenport”, and I just don’t know. It is 

my writing, but I don’t know what that means, and the 
figures—well, it looks like your figures over here on your 
third sheet are $31,485.37, and I put down $31,500, and then 
I added $13,500 to that. Now, why I did it, I couldn’t tell 
you, or whether it was in connection with this. 

2079 Q. Well, would you say that the pencilled abbrevia¬ 
tion on the third sheet of the Exhibit, “OHDS”, 

stood for overheads, 11 percent? 

A. I couldn’t say that. That is not my writing, and I 
don’t know a thing about it. I have told you all I know 
about this sheet here written in my handwriting. Now, the 
rest of it I don’t know a thing about. I don’t know what it 
pertains to or anything else, and certainly I don’t know 
whether those notations somebody else has written here— 
I don’t even know. I never heard that abbreviation. 

Q. Now, let’s go over to the northwestern section of the 
state and turn to another property or other properties, Mr. 
Wilkes. Are you able to recall as to whether or not by 1929 
the control of the Arkansas-Missouri Power Company had 
passed from the Fitken interests to the Insull interests? 

A. It had, yes, sir. 

Q. And did the Insull interests, in addition to those 
properties in northeastern Arkansas that Fitken had owned 
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serve the following cities and adjacent territory in north¬ 
west Arkansas with electric energy, or some of them: 
Fayetteville, Springdale, Rogers, Eureka Springs and 
Harrison? 

A. I think they did. I know they had Eureka Springs land 
Harrisburg, and I imagine they bad the other. You are 
talking now about properties that are under my direction 
now. 

2080 Q. Yes, sir. ! 

A. I think they did. 

Mr. Lasley: You mean Harrison, not Harrisburg. 

The Witness: Harrison, I mean. It was sold to Arkansas 
Power and Light Company, but the other properties are now 
in the Southwestern Gas and Electric system. 

Mr. Purdue: Mr. Examiner, we offer as Exhibit 100 for 
identification what purports to be a copy of a letter dated 
February 18,1929 to Mr. Frank M. Wilkes from W. N. Price, 
Division Manager. 

Presiding Examiner: It may be marked for identification 
as Exhibit No. 100. 


The Witness: This letter was written by Mr. Price.i I 
recognize his signature. He has been dead a great many 
years. | 

I don’t recall the letter. I probably got it, but I just don’t 
recall it. But this is Mr. Price’s signature. 

Mr. Purdue: As Exhibit 101 for identification, we offer 
what appears to be a copy of a letter dated February 20, 
1929 to Captain Charles LeVasseur, Yellville, Arkansas, 
from Frank M. Wilkes. 

Presiding Examiner: It may be marked for identification 
as Exhibit 101. 


2081 The Witness: This seems to be a letter that I wrote 
after I got this one from Mr. Price in which I was 
asking Mr. LeVasseur whether the statements made in Mr. 
Price’s letter, which he had gotten by hearsay, were tijue 
or not. 
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I don’t recall the letter, but I think I wrote it. 

Mr. Purdue: Next as Exhibit 102 for identification we 
offer what appears to be a copy of a letter dated February 
22, 1929 to Mr. Frank M. Wilkes, General Manager, 
Arkansas Power and Light Company from Charles LeVas- 
seur. 


• ••#••• 

The Witness: This letter appears to be the answer to 
the letter I said I probably wrote. There is nothing that 
came out of the negotiations you are talking about here, 
that is that these three letters seem to be written about, 
and they are not at all clear in my mind, because they were 
not carried through to completion, so I just couldn’t say 
anything about them except that these negotiations never 
were carried out. 

Q. Are you able to recognize Mr. LeVasseur’s signa¬ 
ture? 

A. No, I couldn’t. It probably was his signature. He 
was a very fine old French gentleman, and he passed 

2082 on many years ago. But it is probably his signa¬ 
ture. He went to school with Marshall Foch and 

graduated from military college with him. 

Mr. Purdue: We next offer as Exhibit No. 103 for identi¬ 
fication what appears to be a copy of a letter dated March 
11, 1929 to Mr. Frank M. Wilkes, Arkansas Power and 
Light Company, from H. B. Numer. 

• •••••• 

2083 Mr. Purdue: We offer as Exhibit No. 105 for 
identification what purports to be a memorandum 

dated August 16, 1929 to Mr. H. C. Couch from Frank M. 
Wilkes, General Manager. 

• •••••• 

The Witness: Yes, I am very familiar with this letter 
and the properties purchased. 

Mr. Purdue: We offer as Exhibit No. 106 for identifica¬ 
tion what purports to be an agreement between Southwest- 


era Gas and Electric Company and W. W. Staplin dated 
September 14, 1929. 


2084 Q. After looking that over, and not taking ypur 
time, are you able to recognize that? 

A. No, sir, I can’t tell you a thing about that. 

Q. You can’t tell me? 

A. No, sir. 


The Witness: That is correct. I know the transaction 
was made, and I don’t want to dispute this exhibit, but I 
never wrote it. It is written by somebody else and signed 
by somebody else. I just couldn’t identify it. 

Mr. Purdue: We offer as Exhibit 107 for identification 
what appears to be a eopv of a memorandum dated October 
22, 1929 to Mr. H. C. Couch from Frank M. Wilkes. 

• • * • • • # 

2085 The Witness: I am referring to this letter of Octo¬ 
ber 22 to Mr. Couch, yes, sir. Here is something 
that is just as true as it can be. “Without Harrison iwe 
will never be able to show any substantial growth in either 
the Berryville or Cotter group.’’ 

Mr. Purdue: As Exhibit 10S for identification, we ofi|er 
what appears to be a copy of a letter dated October £2, 
1929 to Mr. A. Lieberman, Southwestern Gas and Electric 
Company from Frank M. Wilkes, General Manager. 

• ••*••« 

The Witness: Again I can just say that this sounds like 
it is all right. There is nothing but a typewritten signa¬ 
ture, and I couldn’t swear to it. My memory of it is thiat 
this is what I wrote. 

I remember the fact that Lieberman wouldn’t make any 
adjustment for some scrap that had been sold, and I thought 
he should have, and I was cutting him off in this letter 
from making him pay me some more for this $2,800 that 
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he made a mistake on. I was pretty sore when I wrote the 
letter, I remember. 

2086 Mr. Purdue: Lastly in connection with the acqui¬ 
sition of the Harrison properties, we offer for iden¬ 
tification what appears to be a copy of a conveyance from 
Southwestern Gas and Electric Company to W. W. Staplin 
dated November 1, 1929. 

Presiding Examiner: It may be marked for identification 
as Exhibit No. 109. 


The Witness: The signatures on the fourth page of A. 
Lieberman and Ove B. Dendtler I can identify. The rest of 
the document I don’t know anything about. 

Q. Might I ask how you arrived at the amount of the 
purchase price for the Harrison properties? 

A. I arrived at it with a trade with Mr. Lieberman. 
Lieberman and I were very good friends. We knew each 
other very intimately and well. We had acquired some 
properties up in that part of the state. We got a little 
town of Berryville and a little town of Green Forest. 

As I remember it, I met Mr. Lieberman in Little Rock, 
and I told him that we ought either buy Harrison or sell 
him Green Forest and Berryville. If you knew Lieberman 
very well, you would know he had some rather picturesque 
language, and he mentioned that my towns weren’t very 
good. 

He said, “What do you want for them?” We had 
2087 a little discussion back and forth, and I told him 
I would sell them for what I thought they were 

worth. 

He said, “What do you think they are worth?” I said, 
“Six times gross.” He says, “Well, I would sell you 
Harrison for that.” 

I said, “Do you mean that—that you will throw in the 
transmission line and the property of Harrison at that 
figure?” 

He said, “Yes.” I said, “You have a trade.” 

It was just that. There was two men that knew some¬ 
thing had to be done up there if that territory was going 
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to be developed. Now it has developed. Harrison now is 
getting current at a rate that is way helow, less than! half 
it was when I bought it. The town has grown. That whole 
county now is covered with electric lines. The things! you 
saw back here in this other exhibit, the little town of 
Everton and St. Joe, and all the farmers in that county 
all have electric service. Yet if Harrison had stayed there 
an isolated property in Mr. Insull’s hands—and Berryville 
and Green Forest in ours—that splendid development up 
there could never have taken place. 

Q. Well, do you assume that the Midwest people would 
not have connected the Harrison properties in with theirs? 

A. It was connected in with theirs, but it was very re¬ 
mote. It goes more naturally into Arkansas Power 
2088 and Light’s situation than it does into the Insull 
situation. 

The Arkansas Power and Light Company at that time 
owned the White River Power Company, and we almost 
built the dam up at Wildcat Shoals. We were just getting 
started on it when the war caused us to stop—or rather 
the depression caused us to stop it, and we lost the initiative 
on the White River. 

But at the time we bought Harrison, it was the key town 
up there to the whole situation and belonged more closely 
with our properties than it did with Mr. Insull’s properties. 

Q. Now will you explain for the record what you mean 
by its being a key town? 

A. Well, it is the business center of that whole part! of 
Arkansas. Harrison is a beautiful town and is situate^ in 
a very fruitful valley there up in northwest Arkansas.; I 
don’t know of any prettier territory than that right around 
Harrison. 

All the surrounding trade comes in there. It is about 
160 or 170 miles from Little Rock, and about the same dis¬ 
tance from Springfield. It is about 50 or 60 miles from 
Fayetteville. It is about 60 or 70 miles from Batesville. 

If you have Harrison, it is the center of that whole 
territory. 

Q. As I recall, there is a reference in the memo, Exhibit 
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107 for identification, to tlic Current River. Where 

2089 is the Current River located? 

A. Which document is that? 

Q. Exhibit 107, page 3. 

A. The Current River and the Black River come together 
just north—it comes into the Black River just north of 
Newport. It is a little mountain river that comes down 
there and is very swift. 

But Current River was never developed, of course. I 
don’t recall that part of the memorandum, but it sounds like 
good stuff. 

Q. In other words, doing away with the chance of Insull 
developing power on the Current River was an additional 
reason for wanting Harrison? 

• **#••• 

The Witness: This was written about nineteen years ago, 
and I just say it sounds like something I would say or 
something I would have done. I don’t remember. 

Q. Now, taking up another one of the properties, the 
Wilson property, do you recall that it was in June 

2090 or July of 1930 that those properties were pur¬ 
chased? 

A. I can’t tell you the date of it. I can tell you all about 
the acquisition of those properties, but I can’t tell you 
the date. I couldn’t tell you within a year. 

Q. You couldn’t tell me within a year? 

A. Really, I thought it was 1929, but you may be correct. 
It was in the summertime. It was awfully hot weather 
when we bought them, and we bought them in the basement 
of one of the banks over there, and it didn’t have any venti¬ 
lation at all. We went there, and R. E. Lee Wilson fried 
us for all day. I will never forget what a strenuous day 
we had. 

The Wilson properties, so-called, were built up by Mr. 
R. E. Lee Wilson, a planter in that part of the territory, 
and when Arkansas Power and Light Company bought the 
properties, the Hardy-Clark property, one of the prop¬ 
erties we got was the town of Lepanto. 

At that time there was a little diesel engine plant Wilson 
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had over there that was serving Marked Tree, Lepanto, 
Wilson, Frenchman’s Bayou, and several of the towns 
there. I mentioned Marked Tree and Lepanto. We| sold 
him Lepanto, and took his note for $175,000, as I recall. 

Mr. R. E. Lee Wilson got into financial difficulties.! He 
had a tremendous farm over there, and he got in too deep 
in the early days of the depression. He was a|very 

2091 close friend of mine and a very close friend of Mr. 
Couch’s, and when we sold him Lepanto, or made 

that trade with him, we agreed with him—I think it Was a 
verbal agreement; I don’t think it was ever in writing— 
that if he ever wanted to sell his properties we would ^iave 
the first option at them. 

Well, it got to a point where he had to sell them, and we 
thought they were worth one thing, he thought they jvere 
worth another, and another fellow thought they were wjorth 
a good deal, too. Finally we agreed on the price. 

Now, at the time we got those properties, I think that 
firm was producing maybe $200 a month. When I j left 
Arkansas Power and Light Company, the Lee Wilson firm 
paid us over a hundred thousand dollars in one year. 

He had put in a big cotton-seed oil mill to crush his jown 
cotton-seed and his neighbor’s. He put in the largest jand 
most modern gin in Arkansas, which gins about 12,000 l^ales 
of cotton a year. He put in a big alfalfa drying plaint, a 
meat packing plant, and a box manufacturing plant. [ 

The fact of our buying that territory produced one of 
the most wonderful areas in East Arkansas that you ijave 
ever seen. If it had continued in Mr. Lee Wilson’s hands 
it would never have developed, and if it had been bought 
by the party that was bidding against us for it, who mjade 
the offer to him, it would have been a dead duck now. 

2092 Q. Who was the party bidding against you 'for 
the Wilson properties? 

A. A gentleman named Svdnor Hall. 

• # * * • * * j 

I 

Q. Whom did he represent, Mr. Wilkes? 

A. He represented himself. I don’t know where he got 
his money from. He was a very fine gentleman. His 
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father, I think, left him a lot of money, and I think there 
was some property he owned part interest in up in the 
northern part of the state. I don’t remember whether it 
was Mountainview, but anyhow, we bought it. 

He didn’t have all of it at the time we bought it. We 
bought his interest first and then the other interest, and 
the next time I heard of him was down in West Memphis. 
He took West Memphis away from me because I wouldn’t 
pay $10,000 for a franchise there. He gave a note for 
$10,000, and never paid the note; but he got the franchise 
and I got thrown out. 

Now, he was bidding against us with Wilson for these 
Wilson properties, and he was a bad actor, and we knew it. 

Q. Now, what did he think the Wilson properties were 
worth ? 

A. I never knew. Lee Wilson says, “Well, there is 

2093 a man upstairs with a check for a million dollars.” 

I said, “You don’t know whether that check is 
good or not.” He came back with the fact that there was 
a man with a million dollars, and this was the guy that 
had just thrown me out of West Memphis. 

Q. What did Mr. Wilson think his properties were worth? 

A. As I recall it, a million and some $660,000. I don’t 
recall exactly now. 

Q. And what did you think they were worth? 

A. I thought they were worth $1,660,000 or 70,000. If I 
hadn’t thought so, I wouldn’t have agreed. I wasn’t going 
around just handing money to people. I thought they 
were worth that, and it has turned out they were. I am 
glad of the purchase. 

Q. Why did you think they were worth that? 

A. Because of what I knew of that territory. That east¬ 
ern Arkansas territory at that time wasn’t protected very 
well with levies. It wasn’t drained like it is now, and 
most of it was covered by second growth timber. 

Now practically the whole thing has been put in culti¬ 
vation. It is the richest land, as rich land as there is in 
the world. It is right there in Mississippi County. 

I thought that that territory was worth the money that 
we put out for it, and I don’t think it could have 

2094 been bought for a penny less. If it hadn’t been 
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bought, the Arkansas Power and Light would have lost 
one of the best properties they have got. 

Q. Well, the fact that the other person had offered a 
million dollars for the property- 

A. I don’t know what he offered. I don’t know a tiling 
about what he offered. At that time Sydnor Hall and I 
weren’t even speaking to each other. 

Q. Were the Insull interests also after the property? 

A. I don’t know a thing about that. They were never 
mentioned by Mr. Wilson. Mr. Wilson had an obligation 
to us in the fact that we had given him Lepanto under !the 
conditions we did. We had sold him Lepanto and taken 
his note for $175,000, and we gave him back his own note 
for $175,000 when w T e bought the property. 

Now, Insull had no chance of bidding against us on that 
property, and I don’t think they ever came into it. Since 
I have been with the company I have never heard a word 
from anybody connected with the Insulls that they ever bid 
on that property, and now I am working for them. 

Mr. Young: You mean the old Insull interests? 

The Witness: The old Insull interests, and I am sure 
somebody would have kidded me about it if they made qny 
offers. 

2095 Q. Mr. Wilkes, had you estimated before acquir¬ 
ing that property that the Wilson property was worth 
only $400,000? 

A. As I recall, it was $438,000, right around there. The 
properties as of that time would have cost about $438,Q00 
to put it back. That is a long while ago, and I am just telling 
what I think by memory. 

Q. And the fact that the other fellow was offering more 
was what caused you to have to go up? 

A. No. What caused us to have tc buy the property 
was that we had this option with Mr. Wilson. He needed 
money. He had to have money quickly, and I realized that 
property was worth what we had to pay for it, because it 
had the development thing in there. 

Now, maybe we were wrong in paying that much for it, 
but looking back over those years now with the foresight! I 
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have now and the hindsight I had then, I would make the 
same deal again in order to get the same property. 

Q. Well, on the basis of earning power, the property was 
only worth $400,000 then, wasn’t it? 

A. Oh, no. No, no, no. The property was worth a million 
six in prospective earnings, the earnings we could see 
there. You could see the development. 

You don’t go out and buy a section of the Sahara Desert 
and pay money for it, but if you see a territory and 

2096 you have been in business long enough to look at it 
and say, ‘ ‘ If we do this and do that, we can make so 

much revenue,” then you go out and buy it, if you have to 
sell something in order to get it. 

If the potentialities are there and you are going to build 
a great property, you have got to have growing territory 
in order to make a property out of it. 

Q. Well, on the basis of past experience, what was the 
property worth? 

A. I don’t know. I didn’t have access to those earnings. 
I don’t think I ever saw the earnings on that property until 
after we bought it. 

As I recall it, Mr. Baker and I went over about a week 
or ten days after we made that deal in Memphis, and that 
was the first time I had ever had any look at the earnings. 

Q. What was the $4.38,000 figure which you mentioned, 
or some such figure in that approximate amount, based on, 
Mr. Wilkes? 

A. Just by driving over the property and making an 
estimate from that. I didn’t make a careful estimate. I 
didn’t go in and count poles and cross arms, and one thing 
and another. I made the same kind of horseback ap¬ 
praisal I would on any other piece of property. It was my 
best judgment that that was about what it was worth. 

Q. The excess over that, then, represented what 

2097 you thought the future prospects were worth? 

A. That is what I call it. I don’t know whether 
I am right, but I think a prudent investment is what we 
paid for that tiling, and I would make that same investment 
again. I wish I knew where I could get another piece of 
property for the same price with the same potentialities 
that that property had. 
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Q. Tn other words, you were paying for what you con¬ 
sidered to be the prospective earning power of the proper¬ 
ties? 

A. Sure, I was paying what I thought the propertiesiwere 
worth then with the prospects ahead of me. Now, we had 
to put in other things to get the prospective earning^, but 
I knew in the future that territory would grow, and as it 
grew the earnings would come up to cover the cost. That 
property was worth at that time $1,600,000 to the Arkansas 
Power and Light Company. 

Q. Was it the prospective earnings of that territorjr- 

A. No, it was a chance to put in some more money in 
that territory, and with the additional money we pjit in 
there we would get a return on the additional monevj that 
would make the other a prudent investment, but you have 
to keep on growing. You get territory that way, and then 
you go into the territory and you have got to put lines and 
poles and cross-arms and generators into it to do it. 

Now, prospective earnings are taken care of 'with 
209S those things. But what you buy when you bjiy a 
property is to buy a position, which I call a prudent 
investment. I don’t know whether I am right in naming it 
that or not, but I would do it again, and I wish I could; buy 
one like it tomorrow. 

Q. Now, awhile before you and Mr. Couch bought} the 
Wilson properties, was the Arkansas Power and Ijight 
Company after De Queen and other properties in south¬ 
west Arkansas in competition with the Insull interestsj? 

A. That territory over there was—you know everybody 
was busted about that time, and the Dierks people were in 
the sawmill business. That is the Dierks Lumber and Coal 
Company. They wanted to dispose of their electric prop¬ 
erty so as to get some cash money to save their sawimill 
business. 

I knew Fred Dierks very well, and I had traded with him 
on some contracts, power contracts for some of his rrjills, 
and he called up and asked us if we would like to have t^iose 
properties. 

1 asked what he wanted for them, and he said a million 
and a half dollars. I told him I thought he was clear j out 
of the sky, but I would go look at them. j 
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Well, I did, and we offered him, as I recall it, $1,200,000 
and 15,000 shares of common stock. He told us he didn’t 
know whether our common stock was good or not, he would 
rather have the money, and we told him he had better think 
it over because it was an awfully good offer. We 
2099 went out, Mr. Couch and I, and came back. He was 
sitting in the lobby of the Arlington Hotel, and we 
asked him if he was ready to close the deal. He said, “lam 
sorry, I just sold it to Southwestern Gas and Electric Com¬ 
pany.” 

It was an offer on his part. There wasn’t any competi¬ 
tive bidding at all. He offered it to us first, because he 
and I had had some negotiations, and it was my judgment 
that we ought to pay it, but Mr. Couch made a better trade 
than I did and let him sweat. Dierks did just what I 
thought he would do. He called Mr. Lieberman in, and Mr. 
Lieberman went ahead and bought the property. 

I know it had never been offered to Lieberman until after 
he had offered it to us. If there had been any competition, 
knowing Fred Dierks like I know him, there wouldn’t have 
been $1,500,000. It would have been $1,501,256.25 if there 
had been any trading. 

Q. Now, the fact that you thought that you might lose 
the Wilson properties in the same way was the reason that 
you thought you had better go ahead and pay the million 
dollars plus the indebtedness at the time you did, was it 
not, Mr. Wilkes? 

A. No. That is going pretty far afield to say that. They 
were two entirely different situations. 


2103 Mr. Purdue: W T e offer as Exhibit No. 110 for 
identification what appears to be a copy of an agree¬ 
ment dated June 26, 1930 between R. E. Lee Wilson Senior 
and W. R. Roddy. 


• •••••• 

Q. Are you able to recognize the exhibit for identification ? 
A. No, sir, I can’t. I didn’t write it. It is not signed by 
me, and I don’t see any signatures that I can identify on it. 
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Q. Do the terms appear to be the terms, as you recall 
them, under which the Wilson property was acquired! 

A. I can’t answer that yes or no very truly. This amount 
in here, this million dollars, doesn’t tie in with my memory. 
I just would rather not testify to something that don’t tie 
into what my memory is. 

2104 Q. That is quite all right, sir. 


Mr. Purdue: Let the record show that we are now| dis¬ 
tributing a document which we desire to have marked! Ex¬ 
hibit No. Ill for identification. 

• #••••• 


Q. Mr. Wilkes, I show you Exhibit 111 for identification 
consisting of a sheaf of photostats of loose papers from a 
file of Arkansas Power and Light Company relating tq the 
Wilson acquisition. You will notice that the notes contain 
a paper bearing the heading “Wilson Milling Companyj’ on 
the back side, apparently Wilson Milling Company forms, 
and also on a bill of the Hotel Peabody made to Frank M. 
Wilkes, and also some of the sheets are on Arkansas memo 
forms. 

I would like to ask you first generally if you recognize 
the papers! 

A. I don’t recognize the papers at all. These figures 
were made some nineteen years ago. 


• •••••« 


2109 Q. Now, turning to the page numbered 665, do the 
franchises there listed pertain to towns making! up 
the Wilson properties! 

A. The Wilson properties did go through those towns, 
Tyronza, Turrell, and Joiner, but I don’t know about the 
dates of the franchises. It is my handwriting, and I must 
have gotten it up from something. 

Q. What would you say was the significance of those 
franchises in connection with the acquisition of the prop¬ 
erties ! ! 


I 



956 


A. Well, of course that is one of the assets we got with 
the rest of the property. 


2121 Q. Mr. Wilkes, did you have a part in the investi¬ 
gation and negotiations leading to the acquisition of 

the following towns in southeast Arkansas: Tillar, Win¬ 
chester, Portland, Montrose, Wilmot, Lake Village, Dumas, 
and Gould? 

A. I think I had something to do with buying all of them 
with the exception of Lake Village. Lake Village was 

2122 bought with Greenville, Mississippi, and I didn’t 
have anything to do with that acquisition. 

Q. I see. I believe that Lake Village was conveyed to 
Arkansas Power and Light Company by an affiliate, Mis¬ 
sissippi Power and Light, was it not ? 

A. That is the way I remember it. It was connected 
across the river with a submarine cable, and I don’t know 
just exactly when it was turned over to us. It was built 
and operated as a Mississippi town for many years. I 
couldn’t tell you just when it was turned over to us. 

Q. Now, Mr. Wilkes, are you able to say—if you are not 
I think I can establish it easily otherwise—but do you 
recall whether the towns which I have just named were 
acquired over a period of about a year commencing in the 
fall of 1925? 

A. No, I couldn’t tell you that. I would think it was more 
than that, but I wouldn’t like to say. 

Q. Mr. Wilkes, I have here a document of which I do not 
have copies because I had not planned to offer it in evidence, 
but I would like to have it marked for identification as the 
exhibit next in order for the purpose of asking a question 
about it. 


2123 Q. I will ask you, without reading from the docu¬ 
ment, whether that refreshes your recollection, Mr. 
Wilkes, that the town of Wynne was lost by your company 
in or about August of 1925 to a competitor. 

A. No, it wasn’t lost to a competitor. 
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Q. Was there a competitor at that time? 

A. I don’t know who the competitor was, but we finally 
bought the town. That was finally done. 

Q. I see. 

A. I don’t know what that was. I remember, however, 
who the competitor was. I think it was Tegtmeier up there 
in Davenport, Iowa. They were down there trying to, buy 
the town of Wynne and at the same time we were trying to 
buy it. We had rather a bitter struggle before the I city 
council, and finally we won out and bought the property j 

Q. Was that W. C. Tegtmeier? 

A. I believe you are right about that. My recollection is 
that those are his initials. 


2124 Q. Is the signature appearing on page 2 of Exhibit 
112 yours, Mr. Wilkes? 

A. It is my name, but I didn’t sign it. That was one of 
my assistants who signed it for me. He writes very much 
like me, but that was Mr. Blewster who signed that. 

Q. Is it your letter? 

A. Oh, yes, it is my letter. Yes, sir. I probably dictated 
that letter and left before it had been typed up. He ivas 
sitting across the desk from me and sometimes signed 
letters of this kind for me when I wanted to get them off.! It 
was my letter all right though. I dictated the letter, j 

# • * • * • • 

2125 We offer as Exhibit 113 for identification, a copy 
of a bill of sale dated September 30, 1925—a cbpy 

of a contract and bill of sale—between B. 0. Cummings, 
spelled Cummings, and Frank A. Reid. 


The Witness: Yes, sir, that apparently refers to the same 
purchase as the letter. I don’t know who drew this;up 
though. j 

Q. Did you negotiate the contract for Tillar and Wjin- 
chester, which is covered by the bill of sale, Exhibit 113 for 
identification? 
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A. Yes, sir, I did. 

Mr. Purdue: We offer as Exhibit No. 114 for identifica¬ 
tion what purports to be a copy of a letter dated June 2,1925 
to General Manager, Arkansas Light and Power Company, 
from Wilmot Light and Power Company, signed by Ben 
Wright. 


2126 The Witness: I don’t remember this letter. I have 
no doubt that I received it, but I couldn’t identify it. 
Later on I bought that property from Wright. I think 
I paid him $12,500 for it. 

I wrote this letter. 


Q. Did you write Exhibit No. 115 for identification, Mr. 
Wilkes? 

A. I wrote this letter. It was evidently the first of our 
negotiations with Wilmot Light and Power Company. 
“Open file on Wilmot” is written on top there. 

Mr. Purdue: We offer as Exhibit No. 116 for identifica¬ 
tion a photostat of a report on Physical, Water and 
2127 Electric Property, Dumas, Arkansas, dated August 
29, 1925. 


Q. Are you able to say, Mr. Wilkes, whether this report 
was prepared by one of your engineers ? 

A. I can’t tell you anything about this document. I did 
not buy the property. Mr. Longino bought it. This is his 
handwriting in the report. Where he got this report from, 
I have no idea, because I didn’t buy it. 

Mr. Purdue: We offer as Exhibit 117 for identification a 
photostat of a report on Electric Property, Gould, Arkan¬ 
sas, dated August 28,1925. 







959 


The Witness: I can’t help you on this one. I bought 
Gould, but I never have seen this report that I can re¬ 
member. 

Q. You do not remember seeing it? 

A. No. The owner of the plant was D. V. Leatherman, 
and, as I recall the purchase of Gould, they had an 
2128 ice plant and an electric plant together, and ihey 
caught on fire and burned down, and I bought it ajfter 
it was burned down. That’s my memory of it. But I khow 
I didn’t have anything to do with this report because I 
never saw it. I bought it after the fire. 


• # • • • • • 

Mr. Purdue: We offer as Exhibit No. 118 for identifica¬ 
tion what appears to be a photostat of a letter dated Octo¬ 
ber 27, 1925, to Arkansas Light and Power Company from 
D. V. Leatherman. 


The Witness: I can’t help you on this letter. It is inot 
addressed to me. It was evidently handled by someone dlse. 
It was marked for the attention of Mr. Longino, and sofne- 
body scribbled what looks like “Wilkes” on it, but I efin’t 
make it out. I don’t know what that is there. 

Mr. Purdue: We offer as Exhibit No. 119 for identifica¬ 
tion what appears to be a copy of a letter dated November 
4, 1925, to D. V. Leatherman, from Frank M. Wilkes. 

• • * * * • • 

2129 The Witness: This letter evidently is in reply to 
the other letter, which evidently must have been 
referred by Mr. Longino to me, and this apparently is in 
answer to the other one, in connection with the Dumas deal. 

Q. Would you say that you wrote it? 

A. Yes, I wrote it. We did not consummate that deal at 
that time. We had to hold up for quite a while, and as I 
recall now, thinking back twenty-three years, I don’t think 
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we bought that property until maybe the following year, 
or somewhere in there. I am pretty sure of that. 

Mr. Young: When you said Dumas you meant Gould? 

The Witness: Well, in this letter we say we don’t want 
to buy Gould unless we can get Dumas. Dumas was further 
south and closer to our lines, and we would have to build a 
line clear past Dumas. Unless we could get Dumas we 
didn’t want to put money into Gould. Then later on, as I 
remember it, when his plant burned down, I was able to 
buy it much cheaper than he thought it was worth. I didn’t 
burn it down, but we did buy it cheaper than we otherwise 
would have. 

By the way, Leatherman and I always refer to each 
2130 other as Jesse, meaning Jesse James. 

Q. May I ask you the basis upon which you bought Gould? 

A. As I say, I am looking back now a long way, and I 
bought it from a pretty good trader, and, as I say, we called 
each other Jesse from then on up to this very day. If I see 
him on the street today, I say “Hello, Jesse. How is your 
horse?” and he says the same thing to me. 

Q. What would you say as to the elements that went into 
the purchase price? 

A. About what I thought the town was worth for us to be 
in it. What was left was in good condition, and I couldn’t 
tell you exactly what I paid for that town. It seemed like 
I bought it for $6,000, but I couldn’t tell you. I would have 
to refresh my memory. I would have paid a good deal 
more than that before it burned up. 


2131 Q. Does Exhibit No. 120 mean anything to you, Mr. 

Wilkes? Do you recall having seen it? 

A. I probably saw it at the time, yes. It is signed by Mr. 
Longino, as having been accepted. Apparently it does not 
have any letterhead on it. I kind of think that this was 
typed down there, that Mr. Leatherman typed it at the time 
he and I made the trade, and I took it back and had it 
accepted by Mr. Longino. In fact I know it. It was appar¬ 
ently about a year after these other letters. 
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Q. That is correct. 

A. As I recall it now, this is back so far, but as I recall it 
he typed this out himself, and I took it back to Longino and 
he signed it. It was not signed by me; it was signed by 
Longino. 

Mr. Purdue: We offer a3 Exhibit 121 for identification 
a photostat of a warranty deed dated December 16, 1926. 

I 

I 

2132 Q. Are you able to identify that exhibit, Mr. Wildes ? 

A. I don’t know anything about who prepared it 
or when it was prepared, but it apparently consummated 
this deal of December 3, 1926, and is the deed that closed 
that transaction. 

• • • * • • • i 


2133 Q. Amongst other properties purchased by you 
did you purchase the electric utility properties at 

Lewisville ? 

A. At Lewisville? 

Q. Yes. L-e-w-i-s-v-i-l-l-e. 

A. I didn’t buy that. That was bought by Louis Mvei>s. 

Q. It may be that you are not familiar with these par¬ 
ticular documents, but there aren’t many, and with the 
permission of counsel and the Examiner I would like to offer 
them at this time. 

• ••«••• 

Mr. Purdue: We offer as Exhibit No. 123 for identifica¬ 
tion a photostat of an option dated August 13, 1925, from 
A. T. Ward to L. R. Myers. 

• • • • • • • j 

The Witness: That is what this option purports toj be. 
Myers consummated that deal. I didn’t have anything to 
do with it. 

2134 Mr. Purdue: We offer as Exhibit No. 124 for iden¬ 
tification what appears to be a report on Electric 

Property, Lewisville, Arkansas, dated September 12, 1926. 


| 

i 

1 
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Q. Do you know anything in reference to that report, Mr. 
Wilkes ? 

A. No, sir. As far as I know, I have never seen it. I 
didn’t have anything to do with the purchase of that prop¬ 
erty. 

Mr. Purdue: We offer as Exhibit No. 125 for identifica¬ 
tion, a photostat of a bill of sale dated September 21, 1925, 
by A. T. Ward to Frank A. Reid. 


Mr. Purdue: We offer as Exhibit No. 126 for identifica¬ 
tion what appears to be a copy of a memorandum dated 
September 22,1925 to Messrs. Longino, Wilkes, Baker, Gar¬ 
rett and Couch, from L. R. Myers. 


2135 Q. Do you recall having seen that memorandum, 
Mr. Wilkes? 

A. No, I don’t recall having seen it. I have no doubt 
I did see it. I had so little to do with that property that 
I just don’t remember now. I don’t have any memory of 
it at all, whether I have seen it or not. 

Mr. Purdue: Lastly, in connection with Lewisville, we 
offer as Exhibit No. 127 for identification, a photostat of 
a memorandum dated January 21, 1926 to Messrs. Gar¬ 
rett, Longino and Wilkes, from L. R. Myers. 


Q. Do you recall having seen that memorandum, Mr. 
Wilkes? 

A. Again I don’t remember. I probably got one of these 
memorandums but I wasn’t enough into it to remember it. 

I did not work on it. 

2136 Q. Who was Mr. L. R. Meyers? 

A. Mr. Meyers was a young man who was hired 
by Mr. Couch originally as a combination chauffeur and 
to do clerical work. He became a very efficient young man, 
and I don’t know what year he left the employment of the 
company, but he went in the securities business. He has 
the Southern Securities Company now, I think, in Little 
Rock. I haven’t see him for a couple of years, but he was 
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an unusually bright young man, and was very close to Mr. 
Couch. 

I couldn’t tell you whether he was still with the Arkansas 
Power and Light Company at this time or not, but my 
memory is that he wasn’t. 

Mr. Young: You say he was or was not! 

The Witness: He wasn’t. I think he and Mr. Couch 
went in together in Southern Securities, and I think he had 
already left the Arkansas Power and Light Company at 
this time, but I am not sure. 

Q. Well, after he left, he acted for the Arkansas Power 
and Light Company in connection with certain acquisitions, 
did he? 

A. As far as I know, yes; this one and one up in the 
Northern part of the state are the only ones I can remem¬ 
ber. Maybe if you call the names later on, I will remember 
another one, but I think this one and one town up 

2137 in the northern part of the state. 

Q. Did you negotiate the purchase of the electric 
properties at Marvell for Arkansas Power and Light Com¬ 
pany? 

A. Yes, sir, I did. 

• •••••• 

Q. Do you recall having written Exhibit 128 for identi¬ 
fication? 

A. Yes, sir, I wrote it. 

Q. Who was Mr. Morgan referred to in Exhibit 128 for 
identification? 

A. Mr. Ross Morgan, S. R. Morgan, and he bought soipe 
electric properties, bought some ice properties, and at this 
time I think owned some ice properties. I don’t think he 
owned any electric properties at the time of this letter. 

Mr. Couch bought El Dorado and Junction City from Mor¬ 
gan, and I think we bought Morrilton from Mr. Morgan. 
That was before my day. 

Q. Do you think that the fact Mr. Morgan wanted 

2138 the property caused the seller to boost his price to 
you? 

A. No, I don’t The property was worth, in my miqd, 
at least $72,000. I finally bought it for $72,000, as I lie- 



964 


call, but I don’t think it was boosted on that account, be¬ 
cause he just didn’t get what he thought he ought to have 
for it, and he didn’t go higher than I thought it was worth, 
so I bought it. 

Mr. Purdue: We offer as Exhibit 129 for identification 
what appears to be a copy of a report on Ice and Electric 
Property, Marvell, Arkansas, dated September 26, 1925. 


Q. Are you able to identify that report? 

A. No, sir. I didn’t make this report. I don’t know 
who it was made by. It was made three days after the 
letter you have just put in the record. That letter was 
written on September 23, addressed to Mr. Couch, and I 
imagine that he agreed with me that they should buy that 
property and asked me to go back and see about buying it. I 
went and got permission to have a report made, but I don’t 
know who made the report, and I can’t identify it. 


2139 Mr. Purdue: We offer as Exhibit 130 for identifi¬ 
cation a photostat of minutes of a special stock¬ 
holders meeting, and minutes of board of directors’ meet¬ 
ing of Marvell Light and Ice Company held on March 31, 
1926. 

• •••••• 

Q. Mr. Wilkes, I note from the report, Exhibit 129 for 
identification that the physical assets were valued at $46,- 
961.56, and that the purchase price as recited in the minutes, 
Exhibit 130 for identification, was $88,500. 

2140 What was the difference of the $41,539 paid 
for? 


The Witness: As I stated before, I know nothing of this 
report. I can’t vouch for what it is. It purports to be 
a report on the ice and electric property at Marvell. I 
didn’t make it. I did handle the transaction in the pur- 
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chase of the property, and I bought it just as cheap as it 
could be bought. j 


2142 Q. What was the basis upon which your company 
decided to purchase the property at Marvell, and 

in particular its basis for arriving at the amount of j the 
purchase price? j 

A. Well, it was a transaction that occurred between jtwo 
traders. They had a piece of property that I wanted, {hat 
the company wanted, and I bought it for the price that I 
thought was fair. J 

Presiding Examiner: The question was what was the 
basis of the transaction. I 

The Witness: It was just experience, and knowing some¬ 
thing about electricity and a lot about electric plants.! I 
have been in the business a great many years, and 

2143 I think I know what a piece of property is worth. 
Q. What did you take into account in determining what 

it was worth ? 


A. Well, you take a lot of things into account when you 


are looking at a property. 


It is just like buying a suit: of 


clothes. You look at the whole suit. You don’t buy the 
buttonholes, the sleeve or the vest, or something of that 
kind. You look at the whole property and make up your 
mind from your experience what would be a prudent in¬ 
vestment in that property, and try to buy just as nnjch 
below that point as you possibly can trade. 


Q. What did you take into consideration in this par¬ 
ticular case, in deciding what the property was worth and 
what you were willing to pay? 

A. Marvell is a very good little town, and it was in our 
line of march. It was in a good black-land country ovbr 
there, very rich, fertile farm land. It showed signs Of 
prosperity. 


There are not any vacant houses in the place, and y<j>u 
knew from the looks of it, from the fact that there were 
a lot of new houses there, that the town would be bigger 
the next year, the next and the next year. 


You are not buying a dead horse. 


You are buying 


a 
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horse that can go ahead and go. All of those things 

2144 make up my mind whether a property is worth buy¬ 
ing or not. 

Q. How many years ahead did you look! 

A. What is that! 

Q. How many years ahead did you look? 

A. Well, I think Harvey Couch has been looking and 
looking ahead since his boyhood. 

Now, I came in the picture in 1919, and he put a whole 
lot of inspiration in me. 

Q. How many years ahead did you look when you were 
thinking about buying the Marvell property? 

A. Well, I don’t say I know how many years ahead we 
had decided we were going to buy it, because you have to 
wait until the next step comes along. But we were think¬ 
ing of the development of a utility company in Arkansas. 

Now, we didn’t go way over and buy a property that was 
many miles away, and you will find in this first letter that 
I wrote Mr. Couch that I was over at Holly Grove. Holly 
Grove is about 12 or 14 miles from Marvell. Holly Grove 
we were trying to buy, as I remember it, at that time, or 
else we owned it. I don’t know which, because I think it 
came in probably with Clarendon. 

I didn’t buy Holly Grove, but I had been over there for 
some purpose, and while I had time I drove on over to Mar¬ 
vell to take a look at it. I think that was the first time I 
had ever been in the town of Marvell. 

2145 Until we got Holly Grove and Clarendon, it was 
too much to spend our money on and have to operate 

as a separate property. 

Q. Then you can’t tell us how many years ahead you 
looked? 

A. Well, you are asking a question now that is rather 
unfair. You are asking me how many years I looked ahead 
about buying the town of Marvell. I have told you that we 
were looking at the whole picture in Arkansas and plan¬ 
ning ahead to build a good big company there, and we did 
it. 

But now you have asked me how long ahead I decided 
to buy Marvell, and I can’t tell you except that on a certain 
day here of 1925 I went over there from Holly Grove. I 


wrote Mr. Couch, “I believe we should consider the pur¬ 
chase of the Marvell Electric and Ice Plant,” and that|was 
probably the first time we ever started to just sit down and 
say, “Well, let’s put our money in there.” 

As far as the picture was concerned, the big towns Over 
there were Helena and Marianna, and at one time the 
Light and Development Company of St. Louis owned Mari¬ 
anna, and I think sold it to Mr. Couch, and Mr. Couch sold 
it to some other company because we weren’t close enough 
to it. 

Now Arkansas owns the Helena and Marianna properties 
as well as the Marvell property. 

Q. Did you inspect the properties before you pur- 
2146 chased them? 

A. Sir? 

Q. Did you inspect the properties before you purchased 
them, or before you reached the conclusion as to vfhat 
they were worth? 

A. Why certainly. 

Q. What kind of inspection did you make? 

A. Well, I would drive over to a town—in this case 
here of looking at Marvell, I evidently drove over to the 
town, looked at it, and evidently got the rates and revenues 
by talking with the man that owned it, because I have 
here, “Their ice revenue will be approximately $11,000, 
and electric revenue approximately $12,000.” 

Q. The ice revenue would be approximately $11,000? 

A. Yes, sir, that is what it says here, and electric rev¬ 
enue approximately $12,000, so I evidently must have 
talked to Mr. Newman on that day, or someone in his em¬ 
ploy in order to get those figures. 


2149 Q. Mr. Wilkes, as I recall your testimony yester¬ 
day, you testified, I believe that Marvell was in your 
line of march. 

A. Yes, sir, I think that is what I said. 

Q. What do you mean by that? 

A. Well, the Mississippi Power and Light Company l|ad 
been developing the State of Mississippi, and had bought 
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towns extending from the southern end of Mississippi al¬ 
most to the northern end of Mississippi, on the west side 
of the State. Another company not affiliated with ours at 
all, was operating in the eastern part of the State. Missis¬ 
sippi, you know, is a rather long elongated state, and we 
wanted to make a tie across between Arkansas Power and 
Light Company and Mississippi Power and Light Com¬ 
pany so as to render better service to both states. 

2150 We had a tie across at Greenville, Mississippi, from 
Arkansas. We had a tie from Sterlington, Louisi¬ 
ana, from the Louisiana Power and Light Company, which 
ran across the river at Vicksburg, Mississippi and tied in 
to the Mississippi Power and Light Company’s lines. And 
we had other ties that ran from Newport to South Memphis, 
and we had the line running from South Memphis down 
to the Mississippi Power and Light Company towns. We 
wanted another tie, which has since been built, which was 
to come from Pine Bluff to cross the river at or near Helena 
and Marianna. There is a place on the river known as 
Friars Point, where there are high bluffs on both sides of 
the river and it would be much more economical to cross 
there than anywhere else. 

Our natural line of march would go through Marianna 
and Helena and pass very close to the town of Marvell. At 
that time we did not own either Helena or Marianna, but 
we did own the towns to the north and west, so when I say 
it was on our line of march I mean on our line of planning 
to get another tie across the river, which has since been 
built. 

Q. Were all these plans and prospective operations 
which you have related contemplated at the time you were 
considering the purchase of Marvell? 

A. Let me refresh my recollection on that. 

Mr. Young: When was that? 

The Witness: It was in 1926,1 believe. 

2151 Mr. Purdue: Just a moment. I can get that 
readily. 

The Witness: I think it was in March of 1926 or 1927. 
I don’t know which. 
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Mr. Purdue: Just a moment. It was in the Spring of 
1926, I believe, Mr. Wilkes. 

The Witness: Well, it was in March of 1926 then. I We 
laid out our plans, different plans, many times for that 
development. The result of that planning today i^, of 
course, a wonderful interconnected system with one, |two, 
three, four, five—five main lines tying the three properties 
together. 

Q. Would the acquisition of such a property as Marvell 
by someone else have interfered with the plans which!you 
contemplated and the line of march which you have told 
us about, Mr. Wilkes? 

A. No. We might have changed our lines to some other 
place and we would have had that one less revenue-produc¬ 
ing customer to take care of. 

Q. Would it have made it more difficult? 

A. No, sir, I wouldn’t say it would. It wouldn’t iadd 
anything to the length of the line, but it would take some 
territory out that you could serve later on. You realize 
if you are going to build a great system like that, every time 
you fail to get places it means they are going to have less 
chance of serving the territory correctly. j 

2152 Q. What other direction would the line of m^rch 
have taken, Mr. Wilkes, to achieve the plans which 
you contemplated? 

A. Well, we would probably have—if we hadn’t bought 
those properties—we would probably have tied up along 
the Rock Island between Little Rock and Memphis, wifh a 
direct line across there to Memphis. It would not have 
been as desirable a line but it would have served until we 
got another tie. j 

Q. Now, you testified yesterday, as I recall, that after 
you had made your first trip to Marvell that you went find 
got permission to have a report made. 

A. I don’t think that is exactly what I said. I saifl I 
didn’t know anything about that report, but it probably was 
made on account of the fact that I recommended it to JJr. 
Couch. I testified yesterday that I couldn’t identify that 
report, and I knew nothing about its having been made. 
But I recommended that Mr. Couch buy it. 
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Q. I think your testimony, Mr. Wilkes, which appears at 

page 2138 of the transcript- 

A. Would you mind letting me see it, please? 

Q. Surely. 

A. That is just what I just stated. I said: “No, sir, I 
didn’t make this report.” You had asked me, “Are you 
able to identify that report?” and I said: 

“Answer: No, sir. I didn’t make this report. I 

2153 don’t know who it was made by. It was made three 
days after the letter you have just put in the record. 

That letter was written on September 23, addressed to Mr. 
Couch, and I imagine that he agreed with me that they 

should buy that property-” 

That should be “we” instead of “they”. 

“—that we should buy that property and asked me to go 
back and see about buying it. I went and got permission 
to have a report made, but I don’t know who made the 
report, and I can’t identify it.” 

Q. Is not the report, Exhibit 129 for identification, the 
report which was made pursuant to that request which 
you made? 

A. I told you I couldn’t identify it. 

Q. It may be? 

A. It may be or it may not be, yes, sir. 

Q. Did you ever see the report that was made? 

A. Not to my memory. I very seldom looked those over. 
I probably glanced through them, and that was all. I had 
a number of duties that I had to attend to besides the read¬ 
ing of those reports. At this late date I couldn’t tell you 
whether I ever saw that report or not. I couldn’t identify 
it. I couldn’t identify the report. 

Q. To whom would such a report go? 

A. Well, I would get a copy. My office would nearly 

2154 always get a copy of any report made, but I say 
again that I can’t identify that report, and I don’t 

know whether I have ever seen it or not. It is a relatively 
unimportant report and I would probably have glanced 
over it and checked the figures to see what somebody else 
thought the physical property was worth, but I would 
never have relied on it, and I wouldn’t have used it. 
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Q. Why do you call it relatively unimportant, when you 
asked permission to get one made? 

A. Because we had been instructed by Mr. Couch that 
he wanted a report on every town that was bought. 

Q. Why? 

A. Well, he just didn’t think I was a very good trader. 
I suppose that’s it. Now you would have to ask him,! and 
he’s dead. 

Q. Did the original of that report go to Mr. Couch? 

A. I told you I couldn’t identify that report, and I don’t 
know where it went. 

Q. But, generally, you say, a copy would probably go 
to you. To whom did the original go? 

A. I am trying to tell you that I don’t know. You intro¬ 
duced a paper here yesterday which was an L. Myers acqui¬ 
sition, on which were listed five names, and I don’t know 
whether this report went to those same five or not,; but 
ordinarily the report—a report of that kind—would 
2155 go to Mr. Couch, Mr. Longino, Mr. Garrett, myself— 
my office—and Mr. Baker. They would go to those 
five, if a report was made. 

As I told you before, I can’t identify that report). I 
don’t know whether it was made at all, or not. The report 
is not signed. 

Q. Might I ask when you made a recommendation ivith 
respect to the purchase of a property, and the price, kvho 
finally passed upon the question as to whether the property 
would be purchased and the price that would be paid!? 

A. Harvey Couch would be the sole person to pass on 
that. I bought a lot of properties without his definite 
orders on it, but they were relatively unimportant ones— 
towns like—well, I wouldn’t have wanted to undertake to 
have bought a property that would have been over $25,000 
without having his final 0. K. on it. 

Q. And Mr. Couch insisted on these valuations and 
reports being made in every case, did he? 

A. I can’t say that. I have a recollection of his haying 
issued written instructions at one time—I couldn’t j tell 
you what year it was, but I think written instructions 
were given that reports should be made. I don’t know 
whether you have that letter or not. 
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Q. No, sir. 

A. It was way back, and I don’t know whether it 
2156 was written or not, but I have a recollection of it 
having been written. 

Q. In making a price, did you act upon your own idea 
as to the value of the property? 

A. As I remember it, practically every property that 
was bought was bought on my judgment of its value. I 
had a world of experience in arriving at the value of prop¬ 
erties before I even came with the Couches, and I spent 
years in that work. It was a job I had, looking over prop¬ 
erties and using my judgment of what I thought the prop¬ 
erty was worth. In arriving at that, it was based on years 
of experience that I had had. My experience of years 
went into what I would say a property was worth. 

Q. Now, Mr. Wilkes, taking Marvell as an example, will 
you please tell us how you arrived at your judgment as to 
the price that you were willing to pay? 


The Witness: Well, when you go to appraising prop¬ 
erty—I will try to give it to you once more—when you go 
to look over a property to buy it, you first take into 

2157 consideration your knowledge of your plans for the 
future. 

###*##• 

2158 The Witness: Well, the first thing about Marvell, 
I drove over there on a black top road, a nice black 

top road. It went through a beautiful country, with rich 
soil. I mention the black top road because black top roads 
were rather an exception back in 1926 or 1927 in Arkansas. 
It showed that it was a very progressive part of the State. 

Marvell itself was a clean, modern little city. You could 
tell that by looking at it. I think I told you this yesterday— 
you could tell by the type of houses there that it was a grow¬ 
ing city because the houses were new and others were under 
construction. In the town there were, I think, three gins— 
large gins. That meant to me that that town had probably 
ten or twelve thousand bales of cotton ginned there every 
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Pall. Cotton in Arkansas means money. At that time cot¬ 
ton was selling for, I imagine, oh, seventy-five or eighty 
dollars a bale. 

Well, this alone meant that the revenue going to! that 
town was somewhere around a million dollars for the cotton 
alone, without taking into consideration the seed and other 
things that went into it. They had a very nice little plant 
over there—an ice plant with it. At that time we were buy¬ 
ing ice plants. They had good railroad connections. It had, 
as I remember, I believe two banks—but I wouldn’t 

2159 be sure about that. The deposits in the bank showed 
that the people there were thrifty, that they had 

money on deposit. The lines were in very fair condition, 
and, as I said, it was on our line of march. 

I think those were the main things that I used in deter¬ 
mining the value of the property. There are so many things 
that enter into it from experience that it is hard to tell you 
all the things that you do take into consideration. 

Q. How did those factors enable you to arrive at a dollar 
figure? 

A. Well, that just gave you an approximate dollar figure. 
You could tell whether you hit somewhere around fifty 
thousand dollars or a hundred thousand dollars or two hun¬ 
dred thousand dollars. Then it becomes a matter of trading 
on the thing, and you’d buy it as cheap as you could, and not 
go above a certain figure that you have put in your mind as 
being tops for that property. 

Q. What figure did you arrive at as the amount that 
should be paid? 

A. Well, I refreshed my memory yesterday. I think the 
closing figure was $88,000, and I imagine that was what I 
arrived at. 

Q. How did the factors which you have specified lead to 
the conclusion that $88,000 was the figure that should 

2160 be paid? 

A. I couldn’t tell you anything more than that, 
more than to say that if I was to buy that suit of clothes 
you’ve got on I wouldn’t know whether it was three dolljars 
for the buttonhole and a dollar for the handkerchief and 
fifty cents for the tie. But I thought it was worth the 
amount I paid for it. 
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Q. Why did you think that? In order to make it clear to 
me, Mr. Wilkes, why did you think it might not have been 
worth $880,000 just as well, from the factors which you 
have mentioned? 

A. Well, you are trying to break down a man’s experience 
as to what he says, and it is as hard as the dickens to 
tell you why. 


The Witness: Well, if you take the difference between 
$88,000 and $880,000 for Marvell—to answer your question 
—if you only had about fifteen hundred inhabitants, 

2161 you know darn well it isn’t going to be worth, 
roughly, six hundred dollars per inhabitant. Is that 

six hundred? Yes, six hundred dollars per inhabitant. 
Here in Marvell you had somewhere around, oh, I would 
say at the time it must have been around three or four hun¬ 
dred customers. Now, three hundred customers divided 
into your $880,000 price that you want to pay for it would 
be $2900 a customer; and you know that you couldn’t make 
it pay out on that. You know it wouldn’t pay out on six 
hundred dollars per person living there—man, woman and 
child—every person in the town. 

Now, by the size of the town you know something about 
the brackets it is going to fall in. Then the condition of 
your lines tell you something about what you are going to 
have to pay for rehabilitating the system. In this case it 
didn’t need any rehabilitation. It was in good shape. 

Q. Why did you conclude that it was not worth six hun¬ 
dred dollars a customer? 

A. Not six hundred dollars a customer; six hundred 
dollars per inhabitant. 

Q. Per inhabitant? 

A. Yes. There were fifteen hundred people there. 

Q. Yes. 

A. I think a man’s experience ought to tell him that he 
couldn’t pay that much, and if it was $2900 a customer— 
$2900 a customer—and you have your carrying 

2162 charges and money and taxes and everything else, 
15 percent on that $2900—you are getting up around 

three or four thousand dollars a customer a year, and you 
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know darn well that the customer won’t pay that ifiuch 
money. 

Q. What does the fifteen percent represent ? 

A. Well, it represents all the things that go into fixed 
charges. At that time we were paying eight percent' for 
money and a discount on the value of our stock. You had 
your taxes, you had your insurance, and you had a good 
many items that went into it. They are not that high now 
because the price of money is a good deal lower. 

Q. What did you figure it was worth per inhabitant ? 

A. I couldn’t tell you that. I am just using it to show 
how absurd it was. I never would buy on the basis of in¬ 
habitants, because your inhabitants differ so greatlyl I 
would say that the inhabitants of Marvell, from the looks 
of their homes, they were well-to-do people, but you hlso 
have a large number of Negroes down there and quite a 
few Negroes in that town. 

Q. You say you did not buy it on the basis of inhabitants! 

A. I say you can’t. 

Q. On what basis did you buy? 

A. Through experience. It was the knowledge that this 
town was worth the money I wanted to pay for It— 

2163 I had to pay for it. 

Q. Why was it worth that money? 

A. I tried to tell you yesterday that the town has grown 
and become a good town, and that was ruled out. That’s the 
only justification I know—because I knew it was going tfi be 
a good, solid town. Now, just outside of Little Rock is a 
town named Bigelow, and it has a lot of brick buildings iri it. 
It used to be a sawmill town, and I wouldn’t give you fifteen 
cents for Bigelow, because the doors are off the brick build¬ 
ings over there; the bank windows are blocked out, find 
there are only about ten or fifteen inhabitants left. It i'js a 
real ghost town. 

But this was a good town. It is a permanent town in a 
good community. It was built on agriculture, built on sope 
of the richest soil there is in the South. It was a good, solid 
town. All those things go into the experience you have in 
buying a town. 

2164 Q. Well, now, would not the elements which you 
have mentioned apply equally well to a town of vary- 
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mg population and a town with a fairly small revenue and 
a much larger revenue depending on its size? 

What I’m getting at, Mr. Wilkes, I would like for you, if 
you are able to, to be a little more specific as to the particu¬ 
lar figures and items which you considered in arriving at 
the purchase price? 


2165 The Witness: I don’t want to put in too many 
words to try to explain this, but do you want me to 
give you how wide that road was, that paved road, how much 
cotton there was, whether it was 10,000 bales or 12,000 ? 


Q. We would like to know precisely how you derived the 
figure of $88,000. 


The Witness: I will have to sit down with a pencil and 
figure up the yardage in the road, take the censuses for 
many, many years—which I haven’t got with me. When I 
looked over the town, I think I knew pretty dog-gone well 
what it was worth, how far I would go to get it, and what 
it meant to my company. 

Q. Did you make a valuation of the property? 

A. No, sir, I did not. I made a horseback valuation of it 
after years of experience—I will finish my forty-eighth year 
this year in the utility business, and it has been active. I 
expect I bought—on account of the type of companies I 
have been with, I expect I have personally investi- 
2166 gated and bought as much property as any man in 
the utility business. 

We were a poor-boy company and we didn’t have a lot 
of people to send out. 

Q. How did you determine that the property was in 
good condition? 

A. Well, I don’t know. I can’t answer that one. I have 
been looking at property very much since I have been out of 
college, which was about 17 or 18 years before that, and I 
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think I could tell by looking at it whether it was in good 
condition or poor condition. 

Q. What portion of the price of $88,000 which you! de¬ 
cided should be paid for the property represented the physi¬ 
cal value of the property? 

A. I can’t break that down for you at all, sir. If ^ou 
had asked me that question on the first day of April, 1926, 
at the time the property was bought, I could have probably 
given you some figure on it, if I knew you wanted it broken 
down that way. 

But today—what is that, 22 years ago? 

Q. It is. 

A. Twenty-two years ago, and it is rather difficult for; me 
to break it down. I have given you the different points Ijhat 
I would look at. I would look at the revenue, the stability 
of the town, the condition of the property, the nuipber 
2167 of people, the number of customers. I would look at 
those things. I would look at its permanence. What 
I gave to each one of them I can’t tell you now. It is im¬ 
possible. 

Q. Did you break it down at the time, Mr. Wilkes ? 

A. No, sir, I did not. I say if you had asked me right 
then, and said, “Please, now, show me how you figure your 
stuff,” I would have tried to have done it. I can’t do it now 
for you. 

Q. How many years revenue did you take into account in 
arriving at your price? 

A. I didn’t take—at that time I didn’t have the revenges, 
I don’t think. Now, I might have had them. 

Yes, I did have them, too. I had $22,000, didn’t I. Well, 
I had that part of the information, but I didn’t use that par¬ 
ticularly in arriving at the price. 

As I recall my letter, I said I thought I could buy it for 
$72,000. As it turned out, I couldn’t buy it for that price. 
It was bought several months later, after I wrote that letter. 

Q. Calling your attention to Exhibit 128 for identifica¬ 
tion, does that exhibit set out the factors which you con¬ 
sidered ? 

A. Yes, except one of them didn’t have any bearing what¬ 
soever, and that was Mr. Morgan’s offer. Mr. Morgan 
wasn’t giving me advice on how to buy plants. The 
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2168 other items I listed here just about like I told you 
awhile ago. 

The first thing is I drove over to Marvell. I drove on a 
paved road. I didn’t put the paved road in here, but I 
considered that condition. 

“I believe that we should consider the purchase of Mar¬ 
vell Electric and Ice plant. They have a fifteen ton ice 
plant electrically driven, with a 900 ton storage vault, all in 
excellent shape, put up three years ago.” 

Now, there is your observed condition of the property. 
“Their ice revenue this year will be approximately 
$11,000. Electric revenue is $12,000. The population of 
the town is 1500. There are three large cotton gins at 
Marvell, one of which is partially electrified, the others 
using steam.” 

Then I say, “Morgan offered $70,000 for this plant re¬ 
cently, and the owner, Mr. Newman wants $80,000. I believe 
the plant could be purchased for $72,000 cash.” 

That was my opinion on the 23rd day of September. 
Now, what changes took place between then and the time the 
property was purchased, I couldn’t tell you at this late date. 
But my opinion—what is it, the 25th day of April when it 
was bought? 

Q. Sometime in the spring of ’26. 

A. Sometime in the spring of ’26, my opinion at that time 
was that $88,500 was the proper price of the plant. I 

2169 think you have got pretty well itemized there what 
I looked over at the plant. 

Q. Will you explain how the items which you have just 
specified resulted in the calculation of $72,000? 

• •••••• 

2171 The Witness: I can’t help but feel that that ques¬ 
tion is again asking me to put a dollars and cents 
value on something I have told you I can’t do. I have given 
you the items I took into consideration. That is a lump sum. 

That was 22 years ago. The letter certainly speaks for 
itself, and I have given you a list of things. 

Q. Well, now, you were able to arrive at the lump sum 
value of $72,000 at that time upon the basis of these things 
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which you have specified. Why can’t you do it now, Mr. 
Wilkes? 

A. Because I am not looking at Marvell right now. 

Q. And how many years electric and ice revenue did you 
consider ? 

A. I don’t know. 

Q. Now, to me as a layman, please explain why woujld 
not the elements and the amounts which you have specified 
result in a valuation of $50,000 instead of $72,000, or, pn 
the other hand, why would it have not resulted in a value pf 
$150,000 instead of $72,000? 

A. Well, you take an easily identified item there bf 

2172 the items I put in there, and this is one item I dm 
still reconstruct for you. 

Ice plants which were built about that time would cdst 
about $2,500 a ton, and that one item is $37,500. Now, that 
is just the ice plant. 

Now, I can identify that because I knew the price of ibe 
plants then, and that was a new one. You will notice in 
the Wilson figures I had tons of capacity of ice plants. That 
you can get out of the way quickly, because they are large 
items of property, and you know what they cost to build at 
that time. 

You build ice plants now at about $1,100 to $1,200 ! a 
ton, but in those days they cost from $2,500 a ton to $3,560 
a ton, depending on the size of the storage. You will notice 
the size of storage is also given there. 

Q. Well, why would not the electric and ice revenues 
which you specify here respectively of $11,000 and $12,000 
per annum have justified a purchase price of $150,0()0 
instead of $72,000 ? 

A. Well, they wouldn’t have justified that because there 
wasn’t that much money there to cover that kind of price. 
Now, the town of Marvell might have been worth—three 
years from then might have been worth $125,000 or $150,000. 
You have got right in front of you and listed right in that 
letter, in that short letter, the fact that there were 

2173 three large gins there. Now, those three gins tjy 
themselves would add $12,000 a year gross to that 

revenue as soon as they were electrified. 
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Q. Was that three year period you have mentioned the 
period that you considered and had in mind? 

A. No, sir. I was looking forward a long way ahead of 
that. 

Q. How long? 

A. I don’t know, but as long as I live and there was a 
chance of building up a big property and something that 
was going to be a growing, living thing. 

Q. In arriving at the price, did you capitalize earnings 
for a period longer than three years? 


The Witness: I don’t know. 

Q. What capitalization rate did you use? 

A. I don’t know. 

Q. Did you use any? 

A. I don’t know. 

Q. Did you capitalize any earnings ? 

A. I don’t know whether I did or not. I arrived at a 
value that I thought was right of around somewhere 
2174 in the neighborhood of $70,000 to $100,000. It fell 
in that category. The only thing I had was ex¬ 
perience to go by, and the figures I had in front of me. 

Q. Of the $72,000 prospective purchase price, what por¬ 
tion was represented by the ice plant figure of $37,500 which 
you testified to ? 

A. Well, I don’t know. 

Q. Was it half- 

A. I say I don’t know for this reason, that ice plants are 
a different thing from electric. WTiile they have a value 
of how much money they cost, it depends largely on the 
chances of competition and things of that kind in valuing 
an ice plant. 

I sold ice plants under the orders of the SEC in 1943, ’44 
and ’45 that cost my company $1,800,000 to build, and I 
got $600,000 for them on a forced sale, so your ice plants 
are an entirely different proposition. You can’t value it 
now on that basis. 

Q. Was that competition in prospect in Marvell? 
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A. I didn’t know. 

* • • • • • • 

2175 The Witness: I don’t know, and by that I mbant 
I can’t remember back that far. I don’t kpow 

whether it was threatened back there or not. It didn’t de¬ 
velop, I can say that much; but I don’t know whether it was 
threatened at that time. 

Q. What had the electric plant cost? 

A. I don’t know, sir. I don’t know. 

Q. Do you recall less about the electric plant than yop do 
about the ice plant? 

A. Oh, no. The two things are entirely different.! If 
you expect me to sit up here and say I remember on that 
electric plant that there were 18 poles and two transformers, 
and the generators were such and such a size, I can’t do that. 

But to me a fifteen ton ice plant is a fifteen ton ice plhnt, 
whether it is built in Camden or in New York City, or where 
it is built. It costs just so much money to build, there |are 
just so many ice machines. It is entirely different. 

I can’t today reconstruct the Marvell system and draw 
it on a piece of paper. 

Q. Did you think that you should pay $37,500 for the 
ice plant at that time? 

A. I don’t know. It is too long ago. I just told you what 
it did cost, what it probably cost. I don’t know what 

2176 I figured, just like I don’t know whether there ^as 
any competition. 

Q. Was the purchase price which you recommended wjiat 
you thought the physical properties were worth? 

A. Taking everything into consideration, the price that 
I would recommend for Marvell would be somewhere be¬ 
tween $70,000 and $100,000. That is my memory of it. 

As I stated in that letter, I always stated to Mr. CoUch 
the figure that I thought I could buy it for, and sometimes 
I bought it at less than that figure, and sometimes I exceeded 
it, but always in the range I was thinking about. 

Q. I don’t believe you understood my question. 

• •••••• 
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A. Well, I don’t know. If yon don’t like the answer I 
gave you, I will just have to say I don’t know. 

Q. Were you paying for more than physical property 
in the $72,000? 

A. I don’t know. 

Q. Does that mean that you don’t know whether or not 
you were recommending that the $72,000 be paid for the 
physical property? 

2177 A. Mr. Purdue, I am going back 22 years. That 
is a long while. I don’t imagine you were much out 

of college 22 years ago. 

Q. I wasn’t. 

A. 22 years ago to an old man is getting a long time for 
him to think back, and I just can’t tell you now what I 
took into consideration except that I had enough confidence 
in my judgment that if I paid $88,500 for it, I thought it 
was worth. That is all I can tell you. I can’t tell you at 
this late date why. 

• •••••• 

Q. Mr. Wilkes, did not your reference in Exhibit 128 for 
identification to Mr. Morgan’s offer of $70,000—did not the 
fact of that offer of $70,000 at the time indicate to you that 
the plant could not be bought for less than $70,000? 

A. I don’t know whether it would or not, hut I think any 
reasonable man would know that if a fellow had an offer 
of $70,000 for a property, you couldn’t buy it for less. 

That was put in there for just what it was worth to Mr. 
Couch. Now, I know I wouldn’t sell something if one man 
offered me a price, I wouldn’t sell it to somebody else 

2178 for less than that. Mr. Couch knew Mr. Morgan, 
and he knew what the statement was worth, and that 

was one of the measures. 

Q. In your memo, Exhibit No. 128, I note that you did 
not place any valuation upon the physical assets. I take it 
that that is because you considered the population and the 
revenues from the town of greater importance than the 
physical assets in arriving at the price. Correct? 

A. I couldn’t tell you that. I consider this rather a com¬ 
plete memo, as short as it was, to give somebody else a pic- 
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ture of what I saw in the town. I think I have covered 
nearly every point that Mr. Couch would ask about—and 
he could ask about more than most anybody I ever knew— 
that he needed to know in arriving at the value of that 
property. 


2179 Mr. Purdue: We offer as Exhibit 132 for identifica- 

2180 tion a report, “Inventory and Valuation of Water 
and Electric Property, Batesville, Arkansas”, dated 

February 10,1926. 

• * • # • • • 

Q. Do you recognize this inventory and valuation? 

A. No, sir. This is in the same category. All I: can 
take it for is for its face value. It is not signed, and I have 
no knowledge of it. 

Q. Well, wasn’t it a general practice for these inventories 
and valuations not to be signed ? 

A. Evidently so. I haven’t been able to recall anything 
about any of them. It was a very long while ago, and an 
unsigned document I can’t identify very well. 

Q. Did you participate actively in the purchase of the 
Batesville properties? 


A. Yes, to a more or less extent I did. Most of; the 
work was done in Batesville by Mr. Rucker, Fred Rucker. 
He died many years ago. 

Q. Where is Batesville located with reference to the 
White River? 

A. It is on the banks of the White River, on the White 
River branch of the Missouri-Pacific Railroad about 
2181 thirty-five miles from Newport, Arkansas. 

Q. State whether or not an important reason for 
you and your company wanting Batesville was its location 
in proximity to the White River? 

A. No, that wouldn’t make any difference. 


Q. It wouldn’t make any difference? 

A. If that is your question, that is my answer. If jyou 
mean that it is on the route to the hydro development in 



984 

the upper White River Valley, it did have quite a bit of 
importance. 

Q. Yes, sir, I framed my question awkwardly. What I 
was getting at was the factor of the hydro development. 

A. Batesville is the gateway to that mountain country. 
Between it and Harrison there is no important town of any 
consequence, and the control of the whole White River 
Valley would lay in those towns. 

Q. And was that a factor which you considered in arriv¬ 
ing at the purchase price for Batesville? 

A. I wouldn’t say so. 

Q. What was your answer? 

A. I wouldn’t say so. 

Q. You wouldn’t? 

A. It was a very determining factor that fit into our 
picture. For instance, I wouldn’t be interested in Bates¬ 
ville, Kansas, but I would be interested in Bates- 

2182 ville, Arkansas. It wouldn’t cause me to be inter¬ 
ested in the town, but that is entirely separate from 

what you pay for it. 

If your question was did that cause us to be interested 
in Batesville, it did; but if you ask if that was the determin¬ 
ing factor in the purchase of it, I would say no. 

Q. Well, it was a factor? 

A. Yes, sir, along with other factors, it was. 

2183 Mr. Purdue: We offer as Exhibit 136 for identifi¬ 
cation a report on light and ice property of Newark 

Ice and Light Company, dated February 5,1927. 

#•*#*•# 


Q. Do you recognize that report ? 

A. No, sir. That is in the same category as the other 
report. 


•*••••# 

2184 Q. Did you dictate Exhibit No. 137 for identifica¬ 
tion? 

A. Apparently I did, yes, sir. I am very much interested 
in this. Evidently I had just become general manager of 
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the company, and I was evidently throwing my weight 
around. 

I 

Q. Did you receive Exhibit 138 for identification from 
Mr. House? 

A. I wouldn’t say whether I did or not, but it is appar¬ 
ently in reply to my letter of July 27. j 

Q. In the ordinary course of business, would it have 
come to you? 

A. Oh, yes. It is marked attention of Mr. Wilkes. 

2185 Q. Referring to Exhibit 138 for identification, 
what were the whys and wherefores of the necessity 

of the purchase referred to in the last paragraph? 

A. Well, I don’t know. The letter seems to have been 
telling me I didn’t weigh so much . . . The paragraph 
you refer to says: 

‘ ‘ This deal was handled by Mr. Rucker in compliance 
with directions from Mr. H. C. Couch.” 

In other words, they were telling me, in answer to my 
letter of the twenty-seventh. 

Mr. Young: What is known as the brush-off? 

The Witness: They were giving me the brush-off, and 
telling me I wasn’t so big. 

Q. Who is Mr. Rucker? 

A. Mr. Rucker, as I mentioned, was active in buying 
Batesville. He bought a lot of properties for the company, 
some in Louisiana, some in Mississippi and some j in 
Arkansas. 

Q. Did you ever find out the whys and wherefores? j 
A. Yes, I found out about the $200 lease. The inforipa- 
tion they gave me was inadequate, and I found out that the 
$200 was per annum instead of per month, as I thought it 
was, and it covered a lease of the ground on which the plant 
set. The plant was built on leased ground, and whefi I 
finally got into it and clarified the thing, I couldn’t 

2186 see anything wrong with the deal, but I thought that 
we had bought a plant and paid $45,000 for it and 

were then going to pay some $2,400 a year for the lease! on 
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it after we paid the money for it, and that was why I wrote 
the letter of July 27. 

Q. Outside of the matter of the lease, did you find out 
the whys and wherefores of the necessity of the purchase? 

A. Oh, the rest of the price was all right. You see, if 
you take that $2,400 on top of the purchase of $45,000, you 
would be getting up pretty close to a hundred thousand 
dollars for those little properties, and when I wrote the 
letter of July 27,1 was telling them that I thought they paid 
much too much for it. 

Q. Now, referring to Exhibit 137, your letter, when you 
say that the company seems to have paid quite a large price 
for two little halfway towns, what price did you have 
reference to? 

A. Having reference to the fact they told me they bought 
the property up there. They gave me the details, I imagine, 
over the telephone. I asked, “Would like to know if either 
of you gentlemen can furnish information as to the detail 
of your purchase of Newark and Bradford. The reason 
we are asking this question is that it seems we have paid 
quite a large price for two little half way towns and are also 
going to have to pay a lease for something in addition to 
this purchase.” 

2187 In other words, I thought we had paid them $45,000 
in cash and were going to lease it for $2,400 a year. 
Now, if you capitalize a $2,400 lease, it would make it clear 
out of all reason. I go ahead and say: “Attached please 

find copy of letter from C. H. Edwards-” that refreshes 

my memory, now. He is, I think, still with the Arkansas 
Power and Light Company, and moved over to the town of 
Marvell we were talking about a while ago. 

Q. Capitalized at what rate? 

A. If you are taking $2,400, you are paying 6 percent on 
that. That is not capitalizing on a property basis; that is 
costing you money, and at that time we were paying 6 and 
7 percent for money, so $2,400 a year at 6 percent would be 
another $40,000. 

Q. But your reference to “quite a large price” was to 
$45,000, wasn’t it? 

A. What? 

Q. Your reference to a pretty large price- 


987 


A. It looked like a pretty heavy lease on a $45,000 plant 
with practically no assets. 

Q. But your reference to “quite a large price”, which 
is the term you used, was to the $45,000 amount? 

A. No, no. 


Q. It wasn’t? 

A. The two things combined, the $2,400 lease on 
2188 top of a $45,000 plant. It just doubled the amount 
of money I thought they paid for the property. 

Q. Well, weren’t you there saying that what had been 
done was that the company had already paid quite a large 
price for the towns, and therefore there was no justification 
for the lease? i 


A. It wasn’t clear in my mind just what we had leased 
for $2,400 a year. If I got it in my mind it was $200 a year 
instead of $200 per month, it makes a lot of difference. 
For the lease of the property that that plant was on—iand 
I guess it stood on an acre of ground which was right 
beside the railroad track there at Newark—$200 a year 
was not bad; but $2,400 a year, after you had bought a piece 
of property, would double the price of the property. 


Q. But weren’t you saying that because there had been 
quite a large price paid for the towns, there was no justifi¬ 
cation for a lease at that price? J 


2189 The Witness: Well, I am trying to say again ithat 
I was objecting to their paying $45,000 for a plant 
and then leasing the plant back, or some part of the plant, 
which was not clear to me, for $2,400 a year. 

Now, that is what the letter says, and that refreshed my 
memory sufficiently for me to say that is what it is, and it 
is plain on the face of it that that is what I thought. 




Mr. Purdue: We offer as Exhibit 139 for identification 
a photostat of a report on North Arkansas Power Company 
dated October 27, 1927. 

• • • • • • • 
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Q. Are you able to say, Mr. Wilkes, by whom the 
2190 letter constituting the second and third pages of the 
report was written ? 

A. No, sir, I don’t know. The letter is dated in Little 
Rock, October 27,1927. I know that after I became general 
manager of the company, these duties were taken over by 
somebody else, a lot of the duties I had been performing, 
and only in large acquisitions did I function after ’27. 

I don’t know who wrote this letter, but it was written to 
the same L. R. Myers we talked about before on the record. 

Q. Do you recognize that report? 

A. No, sir. I do not. 

Q. From its contents, would you say whether you have 
any familiarity with the subject matter of the report? 

A. I have got a very hazy recollection on it. I haven’t 
got the close association I had with other purchases, and 
I think L. R. Myers bought part of the property up there 
probably, and finally bought the other half, hut I had 
nothing to do with the transaction except probably at the 
time approve the price. I don’t know. 


2191 Q. Is the Sydnor Hall referred to In Exhibit 140 
for identification the same Sydnor Hall who was com¬ 
peting for the Wilson properties? 

A. I have no way of definitely knowing he was competing 
for Wilson except Mr. Wilson’s statement. I think my 
testimony the other day was that it is the same Sydnor Hall 
that threw us out of West Memphis. That is, I think, what 
my testimony was. 

I don’t recall whether Mr. Wilson said it was Mr. Hall, 
or I just thought so, but I knew it wasn’t anybody other 
than that fellow—I was really, in my own mind, certain. 

Q. Well, that is the same individual you were testifying 
about yesterday? 

A. That is right, yes, sir. 

Q. Were you familiar with the acquisition of the North 
Arkansas Power Company properties? 

2192 A. Indirectly, yes, certainly, but I have no recol¬ 
lection, no strong recollection of all the details. 

Q. Would you say that Exhibit 140 for identification is 
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a copy of the agreement by which Sydnor Hall and Bau¬ 
mann conveyed their interest to the North Arkansas Power 
Company? 

A. Did you say could I identify that ? 

Q. Would you say that is the agreement? 

A. I couldn’t possibly do it. I don’t know anything 


about it. There is a typewritten sheet of paper with ty 
written signatures on it, and I couldn’t identify that. 


pe- 




Q. Do you recognize Mr. Myers’s signature on Ex¬ 
hibit 141 for identification? 

A. Yes, I do. 

• • * * * • • 


2193 Q. Is the signature on Exhibit 142 for identifica- 
k tion also that of Mr. Myers? 

A. Yes, it is. 

Q. Did you participate in the purchase of the properties 
at Yellville and Summit? 

A. My memory is very hazy about that. As I said before, 
in the year ’27 those small acquisitions passed out of mv 
hands. I had other duties more important. Mr. Longino 
had resigned, and I was handling that part of the biisi- 
> ness. 




2194 Q. Turning back to Exhibit 143 for identification, 
Mr. Wilkes, do you recognize the handwriting Ap¬ 
pearing thereon ? 

A. No, sir. I have been puzzling over it. It looks like 
Mr. Couch’s, but I couldn’t swear to it. The doodling!on 
it looks like HC, like Mr. Couch—where he was marking 
over the dollar sign, is his handwriting. 

Q. Now, Exhibit 144 for identification, which comes from 
the company files. Do you recall having seen that be¬ 
fore? 


Q. Can you recognize Exhibit 144 for identifica¬ 
tion as being something which you have seen before? 


i 






990 


A. No, sir, not now. I couldn’t say that I had seen it. 

Q. Did you execute the agreement, Exhibit 145 for 
identification? 

A. Yes, sir, I wrote that. I dictated that. 

Q. Now, referring to Exhibit 143, do you recall whether 
or not the Yellville Light and Ice Company did have ap¬ 
proximately 97 customers? 

A. No, sir, I can’t tell that at this late date. The only 
one of these three documents that I know anything about 
is this one here, which I said I wrote. 


Q. Do you have sufficient recollection of the Yell- 
2196 ville acquisition to say approximately how many 
customers were acquired? 

A. Not at this late date. No, sir, I couldn’t. 

Q. Will you look at Exhibit 143 and tell us whether it re¬ 
freshes your recollection? 

A. I told you I don’t even know where it came from. 

Q. I see. 

A. I don’t know anything about it, Mr. Purdue. I can’t 
identify things like that. No date or anything appears 
on it. 


Q. Did you participate in the acquisition of the Yellville 
property? 

A. Yes, sir, I did. As I remember it, Mr. Numer came 
down to my office in Pine Bluff and this was dictated in my 
office. At the time we bought the Yellville property it was 
an isolated property up there with a rather small revenue 
and we leased the plant back to the man we bought it from. 
We were just getting that property so that later on when 
we built transmission lines to that area we could take it 
over. He came down and, as I recall it, this was written 
there in my office. 

2197 Q. In purchasing the Yellville property did you 
consider the number of customers there? 

A. Yes, I considered everything that went into it. 

Q. And did you consider the ice revenue and the elec¬ 
tric revenue? 
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A. I haven’t read this document over in the last twenty 
years, but as I recall it we did not buy the ice plant, j It 
seems to me that Numer either sold it to somebody else 
or—I just don’t recall exactly. Now, there are two oil 
engines in there, and the property—I might say that this 
is a different purchase from any of the others we have been 
talking about. 

This property was sold to us. We did not participate 
in the revenues. It was leased back to Mr. Numer, and 
practically all we took here was physical property, and the 
physical property was fully worth the twelve thousand dol¬ 
lars that we paid for it. You’ve got a 37% horsepower 
type Y Fairbanks-Morse engine, and a 40 horsepower De 
La Vergne semi-diesel engine with a 50 kilowatt 2300 volt 
generator. Those two engines alone would cost somewhere 
around nine thousand dollars when new. 

Q. In arriving at the purchase price, you gave considera¬ 
tion to the electric revenues, did you not? 

A. No, sir. We did not participate in the electric reve¬ 
nues in this deal. The electric revenues went to Mr. 
2198 Numer until such time as we got in there, so prac¬ 
tically all we bought there was property and leased 
it back to Mr. Numer. 

Q. What determined the lease price? 

A. The lease price was determined—let me read this 
thing. I think it is in here. A hundred dollars a month. 
He maintains the plant. He makes such small extensions 
of service as may be justified by revenue using therefor the 
supplies now on hand so far as they may be available. He 
pays all operating expenses of every kind, and on large 
expenditures that were made there he paid 10 percent on 
the actual cost of the extension or improvement after it 
was all put in. These were all items under lease agree¬ 
ment. 

Q. That lease agreement was just a temporary arrange¬ 
ment, was it not ? 

A. It was for three years. 

Q. Were not the properties shortly after the time tljat 
you acquired them conveyed to North Arkansas Power 
Company, which you had acquired? 

A. I don’t know, sir. I couldn’t say that without some¬ 
thing to refresh my memory on it. 



992 


Q. What was the purpose of the Yellville transaction, 
Mr. Wilkes? 

A. Well, it was simply to place that town in our pic¬ 
ture. 

Q. And to keep somebody else from getting in? 

2199 A. Oh, no. There was no dog in the manger 
business with Arkansas Light and Power Company 

or Arkansas Power and Light Company either. There 
was never at any time during the whole time we were build¬ 
ing that property that we ever had any idea of selling to 
somebody else. 

Q. No, sir, that is not what I suggested or meant at 
all, Mr. Wilkes. 

A. Well, there were a lot of them who were doing that 
kind of business, and our company never had any idea of 
selling any piece of the property. 

Q. That was not in my mind at all. 

A. We were building up what we thought was going to be 
a big thing for the future, not only to the company but 
also for the whole territory served by the company. 

Q. At the time you purchased the Yellville property 
you had no idea of operating it yourself? 

A. Yes, sir, we certainly did. I guess we had already 
bought this other property. I think one of these memo¬ 
randums that you gave me suggested that. 

Q. The North Arkansas Power Company? 

A. Yes, sir. Something in there suggested that, I think. 
One of these documents you filed a while ago. And the 
very deal itself shows that we expected to take it over 
and put it into our territory. 

Q. When did you expect to operate it yourself? 

2200 A. Just as soon as we built transmission lines 
into that area. Here we paid twelve thousand dollars 

for it. If I took two automobile trips a year up there, 
that would take all the revenue out of it. 

Q. Then the lease was merely an interim affair? 

A. Yes, sir. We took it to bail the fellow out, and then 
let the fellow have it to run until such time as it was 
taken over. I think Mr. Numer is still with the Arkansas 
Power and Light Company. 

Q. When you say that you were not interested in the 
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revenues from the Yellville property, I take it that yon 
mean that you simply were not interested in the revenues 
for the period of time during which Mr. Numer would 
operate it under his lease? 

A. That is absolutely right, because the revenues—in 
the case of an isolated plant like that in a town of that 
size—it is a one-man proposition. A man has got to run 
the plant. I don’t imagine he even gave twenty-four hour 
service because he couldn’t. He couldn’t afford to. iln 
those little plants like that generally there is a man there 
who has gone into the business and gradually built it 'up 
to the point where his inability to get finances or continue 
its growth would make him sell it. 

This was the case, I am sure, of Yellville, because |he 
revenue was not enough to provide sufficient fuiids 
2201 for him to borrow additional money to expand ihe 
business, and then they’d sell out. 

Q. In making the purchase, was your company interested 
in the revenues that could be derived from the property 
after the time that you planned to take it over? 

A. What do you mean, interested? Do you mean whether 
we were interested in getting the money and putting it in 
the bank, or interested in arriving at the value of the prop¬ 
erty? 

Q. Well, whether or not that was one of the factors ypu 
considered? 

A. You very seldom consider revenue of a town you ha^e 
bought unless it has already been determined. You take 
into consideration more the future possibilities than yi>u 
do the revenues. At that time the revenues were not a 
measure of what the property would be worth. 

Q. That is what you meant by prospective revenues ? 

A. Yes. When it was integrated with the system and 
the rates were reduced. You would have to take that into 


consideration when you arrived at the value of the prop¬ 
erty. In the case of Yellville the replacement value wasi a 
good deal higher than the value. 

• • * •• * • • 
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2202 Q. Taking up the matter of the acquisition of 
the Southern Edison Company properties—Just a 
moment. 

Mr. Purdue: We offer as Exhibit 146 for identification 
a photostat of a letter dated February 16,1928, to Mr. H. C. 
Couch, from 0. H. Simonds. 

• #••••• 


2203 Q. Who was Mr. Simonds? 

A. At the time of this letter he was connected with 
the Electric Bond and Share Company, and I think his posi¬ 
tion at that time was sponsor for the ALMNO system. 

Q. And do you recognize his signature? 

A. Yes, sir, I do. 


• •••••• 

Q. Did you write Exhibit 147 for identification, Mr. 
Wilkes? 

A. Yes, sir, I wrote it. I haven’t finished reading it yet. 
I recognize it. 

Q. I wish you would read it, please. 

Calling your attention to page two of Exhibit 146 for 
identification, which was the previous document—the letter 
of February 16, 1928 to Mr. H. C. Couch from Mr. 
Simonds—I would like to call your attention to the fifth 
paragraph on page two, commencing with the words, 
2204 “ If an inspection of the properties ...” Please tell 
the examiner what the phrase “R. & R. and Return” 

means. 

A. “Replacements and Renewals” is what the “R. & 
R.” stands for, and “Return” means the return on invested 
capital. 

Q. Mr. Wilkes, were the Southern Edison Company prop¬ 
erties also at times referred to as the Condon properties? 

A. This is the first time that I think I have seen that re¬ 
ferred to as the Condon properties. The Southern Edison 
properties were scattered around over several states, as 
I recall it, and they were sold in a basket to—I thought 
it was the Harley Clarke Company, but it may have been 
Condon. My memory is not too clear on that. I thought 
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we bought them from Harley Clarke. It may be the same 
thing. I don’t know. 

Q. Who were the Condon interests? 

A. I couldn’t answer that. 

••••••• 

2205 Q. Did you dictate Exhibit 148 for identification, 
Mr. Wilkes? 

A. I dictated it. Somebody else signed it. They signed 
my name to it because that is not my signature. 

Q. In the last paragraph I note a reference to the “Con¬ 
don properties”. Did you there have reference to tjhe 
properties of Southern Edison Company? 

A. My memory is fault- on that. As I told you a while 
ago, I couldn’t recall the Condon properties. During tjhe 
recess I refreshed my memory on the Harley Clarke prop¬ 
erties and those were Barryville, Green Forest, Danville 
and Ola, and I believe Lepanto was in there. That is what 
I had reference to. But I have no memory of what the 
Condon properties were although at this time I wrote it 
in the letter. 

Q. How did you refresh your memory? 

A. Well, I asked one of the boys from Arkansas Power 
and Light Company if I was right about the Harley 

2206 Clarke properties. I had Harley Clarke in my mind. 
He said that was a different acquisition. 

Q. Whom did you ask, please? 

A. Mr. Kittleman, who used to work for me as an ap¬ 
praisal engineer. 

Q. Did you talk to anyone else to refresh your recollec¬ 
tion? 

A. No, sir, I did not. He was the one who would know 
because he worked with that part of it. I have no objection 
to your saying the Condon properties were Southern Edi¬ 
son Company, but I don’t remember it. I am not trying to 
dodge your question. 

Q. I am just trying to get at what the fact was, and sb 
I might ask you again, To what properties did you refer ih 
using the term “Condon properties” in the last paragraph 
of Exhibit 148 for identification? 
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A. I have told you two or three times that I don’t recall 
what the Condon properties were. Now, this letter was 
written twenty years ago, and when I read this other one, 
the Condon properties did not register with me. If you 
will give me the list of what you think the Condon prop¬ 
erties were, I will tell you where they were. 

Q. I will tell you what I had in mind, Mr. Wilkes, and 
if I am not correct you can tell me so. I had in mind the 
towns of Leslie, Des Arc, Beebe, McRae, Garner, 

2207 Higginson, Griffithville, Pangburn, Sparkman, and 
Stamps, which were the towns acquired in the South¬ 
ern Edison Company acquisition. 

Presiding Examiner: Now, is the question of the witness 
whether his use of the term “Condon properties” refers to 
these properties in this list? 

Mr. Purdue: Yes, sir. 

The Witness: I am simply not clear on it. A lot of these 
properties you mentioned were Southern Edison properties. 
The Pangborn, I recollect, and Higginsville and Des Arc 
and Beebe. But I do not remember Sparkman having come 
in that way. It may have. 

By the way, I was thinking of Carthage when I spoke of 
Sparkman in some of my earlier testimony today. 

By Mr. Purdue: I can appreciate it is hard to recall some 
of these things to your mind after this lapse of time, so 
might I suggest this, Mr. Wilkes. Would you please turn 
the matter over in your mind during the noon recess and 
then I will ask you again this afternoon if you are able to 
recall as to properties that you had in mind? 

A. Well, I don’t think that would help. 

Q. You don’t think that would help any? 

A. I don’t think so, no, sir. 

Q. I am not trying to press the thing, but I just want to 
get at the facts as best we can, so may I put it this 

2208 way: What is your best recollection as to what the 
properties were which you had in mind in using that 

term “Condon properties”? 

A. Is there any way in which you can get the phrase 
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‘‘Condon properties” better identified? Can you trace 
them? I just- 

••••••• 

The Witness: I have lost the Condon properties in hay 
mind at the present time. Twenty years ago the only con¬ 
tact we seemed to have with Condon was when they bought 
some properties from somebody else and then we bought 
them from somebody else, and the Condon name seems! to 
be new, so I don’t seem to recollect what those properties 
were, and if you want to ask me questions about the various 
properties, I will say that they were the Condon properties 
if it will help anything in this hearing. 

What I am trying to give you is the best story I can bn 
just what we did in putting those properties together. I 
think you know I am pretty proud of the job, and I want 
to tell you everything I can. I am not trying to dodge 
your questions. 

Q. Yes. Thank you. Directing your attention to the 
first paragraph of Exhibit 148, to your reference there that 
in your opinion the electric properties at Warren 
2209 should be worth to you up to seven times the grobs 
revenue and the ice properties at Warren and El 
Dorado should be worth twice the gross, why did you say 
seven in the one instance and twice in the other? 

A. That is just a rule of thumb, a quick rule of thumb 
that you sometimes use in making evaluations of prop¬ 
erties, before you start to do any negotiating. It is just 
your experience at the time. The going market value of 
properties would be determined more or less by that. The 
ice plant business particularly. 

Q. The rule of thumb is so many times the gross, is thht 
correct? 

A. No, it is a rule that varies from time to time. It is 
a quick check. You start on some basis to figure. It is 
just one of the many things you take into consideration. 

Q. Well, what is the rule of thumb? 

A. The rule of thumb in this case was that in this case 
I said it should be worth up to two times the gross on the 
ice properties and up to seven times the gross on the electric 
properties, taking into consideration what I knew about 
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the location of the properties—where they were located— 
what kind of towns, whether there would be competition in 
"those towns or not, how many properties it would take to 
connect with them, whether the town was going backward or 
forward, and so many other things I have told you 

2210 over and over again you take into consideration in 
making an appraisal of the property. Now, we did 

not buy the property at Warren; we did not buy the ice prop¬ 
erty at El Dorado. 

Q. Well, now, in arriving at seven times the gross, was 
that dependent upon the number of years? 

A. No. 

Q. And the earnings? 

A. No. I am trying to tell you again that I was making 
a quick picture of these properties for Mr. Couch from all 
the experience I had and my thorough knowledge of the 
property. Based on that, I would say “We can afford to 
pay up to seven times the gross”. Then I would make an 
estimate of the gross for Mr. Couch, and arrive at a top 
figure of what I thought the property was worth. I told 
him that the price of a million dollars was way out of line. 
Q. Why up to seven times the gross and not six or eight ? 

• •••••• 

2211 The Witness: The growing value of the properties 
varied from year to year on account of the develop¬ 
ment of the industry and the growth of the town. Prop¬ 
erties used to sell for around three and one-half times of 
the gross. At that time you could buy much cheaper than 
later on. The ratio between the value of the property 
and the revenue derived from it changed from time to 

time. 

2212 As a quick rule you could tell about what it would 
cost to build the property by using the variable 

figure. It all goes into one pot, and you get where, if you 
want a quick figure, you know the conditions, and the pres¬ 
ent replacement value. In that way you can get a quick 
figure on the gross revenue from that property, and that 
will be something to go on. 
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Q. You mean the revenue to be derived over a period of 
years ? 

A. No. There is not any one determining factor. Y<j>ur 
earnings will vary in proportion to the cost of your equip¬ 
ment. By some rule you can get a quick figure on it. In 
this case they were asking a million dollars for those prop¬ 
erties, and I said that at that time the properties weren’t 
worth over twice for the ice properties and seven times for 
the electric properties—that is, the gross. The asking 
price was so out of line that we never did buy them at that 
time. I don’t know if they were ever bought or not, but 
they were not bought then. j 

Q. Now, is it your testimony, Mr. Wilkes, that the times 
gross is not related to the prospective earnings over a period 
of years? 

A. No. It is just a rule of thumb that we use as one of 
the factors in arriving at a price that you would be 

2213 willing to pay for a property, and that varied from 
year to year. It wasn’t the same thing at any time 

or period. 

Q. That means there is some relationship, doesn’t it? j 

A. I don’t know that there is. It is a quick rule of thuifib 
that you have, but it is not a determining factor. 

Q. But that rule of thumb is dependent upon prospec¬ 
tive revenues, is that correct? 

A. No, sir. It is dependent on the revenues there thein, 
and a rule of thumb on what they probably would be wortfc. 

Q. It is not affected in part? 

A. I am trying to tell you over and over again that thete 
are lots of items that enter into it. ! 

Q. And one of them is prospective revenues? 

A. You aren’t going to make me say that. 

*•••••# 

2214 Q. Mr. Wilkes, in the last paragraph of Exhibit 

148 for identification- 

A. Is this Exhibit 148 ? 

Q. Yes. j . 

A. All right. 
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Q. What properties did you refer to in using the term 
“the Gannett, Sellye and Fleming property”! 

A. I don’t remember. As I say, this letter was written 
twenty years ago, and it was a small acquisition, and I did 
not handle it myself, and I don’t think we ever bought the 
properties. There were so many people there who had 
little pieces of property they had gotten that I can’t recall 
all of them. If you know who they were and if you will 
tell me, I will admit them, but I don’t know. 

2215 Q. I don’t know as to the Gannett, Seelye and 
Fleming property. 

• •••••• 

2216 Q. Mr. Wilkes, if you will bear with me, I would 
like to come back for a moment to your use of the 

term “the Condon properties” and try once more to see if 
we can’t clear it up. I would like to ask you, in view of the 
statement in the letter, Exhibit 146, that certain properties 
of the Southern Edison Company had recently been ac¬ 
quired from Condon of Chicago by the Peoples Light and 
Power Company, Don’t you think that in your memoran¬ 
dum, Exhibit 148, you were referring to the Southern Edi¬ 
son Company properties in speaking of the Condon prop¬ 
erties? 

A. I couldn’t say for sure. It has been so long. It is 
twenty years ago. The Condon properties mean nothing 
to me. The Southern Edison properties do mean something 
to me. If you have traced them down through the Condon 
properties, I wouldn’t argue with you about them. 

2217 But I won’t say they are Condon properties when I 
don’t know. I don’t see where it makes very much 

difference to you or the Commission or the record. All 
I can tell you is that I don’t remember the Condon proper¬ 
ties and I do remember the Southern Edison properties. 

Q. I am prepared to say that the Southern Edison Com¬ 
pany properties were formerly owned by Condon, and that 
I have traced them. That is all I know. But might I ask 
you this: Do you know of any other properties in Arkansas 
at that time to which the term would have applied? 

A. No, sir, I do not. I don’t want to seem stupid, Mr. 
Purdue. I don’t want to seem stupid about this thing hut 
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I just don’t remember the Condon properties. I don’t 
remember them by that name, because they came to us fijom 
outside. There were no negotiations direct with Condon. 
If there had been, I would remember them. 

In connection with the electric and ice properties at 
Warren and El Dorado, which have been referred to, I met 
with Mr. Seelge, I think, of that firm, as I recall it, in 
Memphis, and discussed with him the purchase. Very fine 
people, but we just couldn’t get together on the price. 

If you have traced them, let’s not talk about them. They 
are the Condon properties, but I just don’t remember them. 
I don’t want to have you say I said something when I didn’t 
say it. 

2218 Q. Surely. Just one more question. Might I ask 
this. As I understand the thing, you can’t think of 
any other properties other than these Southern Edison 
Company properties to which the term applied? 

A. No, I don’t think so. The Harley Clarke properties— 
I tried to refresh my memory about what we called the 
Harley Clarke properties—I don’t know who Harley Clarke 
got those properties from, but he got them in a basket bunch, 
and we took them off his hands. As I recall, there yas 
Lepanto, Ola, Danville, Green Forest, and Berryville. 

Q. Then you might have been referring to the Harley 
Clarke properties in using that term? 

A. I don’t know. I don’t know about the Condon prop¬ 
erties. You can keep on asking me all day about them, hnd 
I’ll just have to keep on repeating that I don’t know about 
the Condon properties. 

• • # ♦ # « • | 

j 

Q. One more question. Then so far as you know it was to 
one of the Condon properties- 


The Witness: I haven’t said that. I don’t know anything 
about the Condon properties. I have told you that about a 
dozen times. I am not trying to cover up anything. 
2219 Twenty years have passed since I wrote that letter. 

• • • * * * • ! 
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2220 Q. Mr. Wilkes, who was Mr. W. W. Staplin, who 
appears to be a party to the agreement, Exhibit 
No. 149? 

A. Mr. W. W. Staplin was one of the attorneys for the 
Bond and Share of New York City. 

Q. Do you know if Mr. Staplin acted as nominee for 
Electric Power and Light Company or Electric Bond and 
Share Company in some of its acquisitions? 

A. Yes. I don’t know which one. Frank A. Reid acted 
on some of them, Simonds on some of them, and W. W. Stap¬ 
lin on some of them. As far as I know there was no other 
party that acted for the Bond and Share Company. I 
imagine he acted for Electric Power and Light. 


2221 Q. Do you recall having seen Exhibit No. 151 for 
identification, Mr. Wilkes? 

A. This telegram? 

Q. Yes. 

A. No, sir, I do not. It says in the telegram: 

“Referring to Arkansas Public Service negotiations 
would it be feasible have someone in Wilkes department 
make survey of available power business not now con¬ 
nected to lines.” 

And there is a notation here in someone’s handwriting 
which I can’t identify, “Read Shepherd, 12 M, December 6, 
1928”, and then a notation in Mr. Couch’s handwriting, 
“Sloan: Have Wilkes attend to this.” 

• •••••• 

2222 Q. Do you recall having seen Exhibit No. 153 for 
identification, Mr. Wilkes? Did you write it? 

A. I can’t identify it. Of course it is not signed, but it 
sounds like I wrote it, yes, sir. 

• •••••• 

2223 Q. I want to wait just a moment until you finish read¬ 
ing the memorandum, Exhibit 154, Mr. Wilkes. 
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Did you write Exhibit 154 for identification ? 
A. Yes, sir, I did. 


• • • • • • • I 

Q. Is the signature on Exhibit No. 156 for identi- 

2224 fication that of Mr. 0. H. Simonds? 

A. It is, yes, sir. 

Q. Do you recall the letter having been referred to you f 

A. Apparently it was. I can’t recall it, no, sir. lit is 
indorsed on here “Wilkes, This is 0. K., H. C. C.j”— 
H. C. C. being Mr. Couch’s initials, in his handwriting, so 
I would assume I probably did see it, but I don’t remember, 
no, sir. 

Q. I note from the agreement of January 17, 1929, which 
is Exhibit 155 for identification, that the purchase price of 
the Arkansas Public Service Company properties was 
$700,000. What, in your judgment and recollection, were the 
elements going to make up that purchase price, and which 
justified it? 

A. I think that is reflected in Exhibit No. — what was 
this exhibit here ? 

Q. Just a moment. 

Mr. Wahrenbrock: Exhibit 154. 

Mr. Purdue: 154. 

The Witness: Exhibit 154 is a rather long memorandum 
that I made to Mr. Couch in pencil, giving him my views I on 
that acquisition. I go into the chance for new business; I 
go into the fact that we are getting some part of the busi¬ 
ness already on wholesale rates; I go into what it 

2225 would cost to add those groups to our other opera¬ 
tions ; I go into what business we would be able to 

add; how much it would cost us to add it; what I thought the 
net operating expenses would be; and what that would 
mean in the matter of terms of return on the eight hundred 
and fifty to nine hundred thousand dollars that the prop¬ 
erties would ultimately cost us. I then proceeded to recom¬ 
mend against the price which was offered. I thought tjie 
price was too high. 

Q. Taking up the acquisition of the electric utility prop¬ 
erties in Gillett—well, first, before turning to Gillett, I 
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would like to ask you if you recognize any of the signa¬ 
tures on page 17 of Exhibit No. 155 for identification, 
which is the agreement covering the sale of the Arkansas 
Public Service Company properties to W. W. Staplin. 

A. I recognize Staplin’s signature—and that is Mr. 0. H. 
Simonds. 

Q. The initials? 

A. Yes. 

Q. By the side of W. W. Staplin’s signature? 

A. Yes. This was written by Mr. Simonds. The initials 
were written by Mr. Simonds in his handwriting, and the 
“W. W. Staplin” is Mr. Staplin’s signature. I don’t 
recognize any of the other signatures. 

Q. Did you purchase the electric utility properties 

2226 at Gillett for Arkansas Power and Light Company? 

A. I did, yes, sir. 

Q. I will ask a question or two while we are waiting for 
the other documents. 

Did the lines of the Arkansas Power and Light Company 
lie just outside of the corporate limits of Gillett? 

A. I don’t remember. 

Q. You don’t remember? 

A. No. To save time, I will tell you about that situation 
in Gillett. 

Q. All right. 

A. The area around Gillett, both north and south of it, 
is peculiarly a rice growing section. There had long been 
a bitter battle in the rice section between the oil engine 
people and the electric people. We were the only electric 
company down there, and the battle was completely between 
the oil engine people and the electric people. 

The strongest of the oil engine people was the Fairbanks 
Morse Oil Engine Company. Their representative in that 
southern area was C. W. Ham. He was a very, very promi¬ 
nent man. He was chairman of the school board in Stutt¬ 
gart, and was an outstanding citizen. As I say, he was a 
representative of the Fairbanks Morse Company. 

The Fairbanks Morse Company would not risk the chance 
of taking a franchise in their own name. Now, this is 

2227 supposition on my part, but it was done in the name 
of C. W. Ham, and as far as the records were con- 
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cemed, on the books of the State and the County, in all 
the records pertaining to the ownership it was alleged that 
it was owned by C. W. Ham. 

I don’t know the exact year that he died, but he died 
suddenly, and his widow was left with property which 
apparently belonged to him. I bought from Mrs. Ham! all 
her rights in Gillett for ten thousand dollars. Fairbanks 
Morse Company immediately moved in and claimed that 
they owned the property. It had gotten into a place where 
I think the Fairbanks Morse Company realized that it was 
a bad hole they were getting themselves into, and finally 
they compromised with us by us paying off the indebtedness 
which remained on the engines that Fairbanks Morse gold 
ostensibly to Mr. Ham, and we took the property over. 

Q. I think that is an excellent statement, Mr. Wilkes of 
the circumstances, based on my little knowledge from these 
documents. 

A. That is what it was, sir. 

Q. After over twenty years. 

A. Yes, sir. 

Q. Mr. Ham’s initials are C. K.—C. R. Ham. 

A. I thought they were C. W. My memory is bad, as you 
understand. 

• **##•• 


2228 Q. Do you recognize the option, Mr. Wilkes, which 
is Exhibit No. 157? 

A. Yes, sir. It is an option as you described it, ^nd 
across the bottom of it is a note written in longhand in my 
handwriting. 


Q. Did you dictate Exhibit 158 for identification? 
A. Yes, sir, I dictated it and signed it. 


• « * • * * *' 

2229 Q. Did you write the memorandum, of which Ex¬ 
hibit 159 for identification is a copy? 

A. Is that the letter of December 21? 

Q. Yes. 
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A. Yes, sir, I wrote that. 

Q. Now, at the time of your purchase of Atkins, Atkins 
was already connected with the Arkansas Power and Light 
Company system, and you were wholesaling energy there? 

A. Yes, sir. We had been for many years. It belonged 
to the Jones family, and Mr. Jones died and left three hoys, 
and he told the boys that when he died the property was to 
go to us if they wanted to break it up. That was a deal 
made in Little Eock in Mr. Moses’ office soon after Mr. 
Jones’ death. 

Q. Now, that factor rendered the town a desirable buy 
from the standpoint of location, did it not? 

A. Mr. Jones had been very helpful to us and we 

2230 had been helpful to him when we first went into that 
territory. He was a very close friend of myself and 

Mr. Couch both, and he wanted to stay in the utility business 
as long as he lived, and then when he died the property had 
to be divided, and he wanted that to go to us, and it was at 
his special behest that that was done. 

Q. Now, getting back to the town of Gillett, the purchase 
price, I believe, was $55,937.50. I think that is shown in 
one of the exhibits. 

A. I hadn’t noticed it in one of these exhibits. 

Q. Let me see. I think we can check on that in just a 
moment. Do you recall that it was that sum, approximately, 
Mr. Wilkes? 

A. Yes, it was approximately that sum. That was an 
acquisition of which I was always very proud because we 
knocked the oil engine people out into the open. We made 
them acknowledge it was their plant, and they were trying 
to get by with something that wasn’t exactly ethical; and 
what is more, we bought it for less than it cost them to put 
it in, so I punished them two or three different ways. 

Q. Now, Mr. Wilkes, in your memorandum of December 
21, 1929, which is Exhibit 159, and I ask this in order to 
make it clear to a layman such as I, what do you mean by 
the term in the first paragraph “four and one-fourth to 
four and one-half for one”? 

2231 A. I was just using that as a yardstick so that Mr. 
Couch could understand what I was talking about as 

a measure of price. My letter of June 7, 1929 gave the 



1007 


gross revenue of Gillett roughly ten thousand, so I imagine 
it was more than that—probably thirteen or fourteen thou¬ 
sand—and I called Mr. Couch’s attention to the fact that 
that was unusually low—between four and one-fourth to 
four and one-half to one, which gave some measure of indi¬ 
cating how badly I punished Fairbanks-Morse. 

Q. Let me see if you can explain it a little bit more for 
me. The four and one-fourth to four and one-half for onb— 
what does the one refer to, and what does the four and one- 
fourth to four and one-half refer to? 

A. Well, the one would refer to your gross revenue at the 
time of purchase, and the four and one-fourth to four and 
one-half would be the measuring stick I used so that Mr. 
Couch would have some idea of what to pay for the property. 
It was an unusually low ratio. It was a ratio which is very 
seldom ever reached. 

2232 Q. Now, turning again to the acquisition of Atkins, 
as I understand you, you purchased that property 

also. 

A. Yes, sir, I did. As I recall it, they wanted $125,000 for 
it, and I think I gave $62,500 for it. j 

• # * * • • • | 

Q. Mr. Wilkes, did you write the letter of which Exhibit 
160 is a copy? 

A. Is it this exhibit (indicating)? 

Q. Yes. 

A. Yes, sir, I wrote that. 

Q. I note in the last paragraph on the first page of 

2233 Exhibit 160 that a reference is made by you to an 
offer to the Jones brothers of $64,000. Now, as I re¬ 
call, I think it is your recollection that the property wras 
purchased for a little less than that sum. 

A. Well, I had in mind that they wanted $125,000 anc} I 
got it for $65,000. That is my memory. 

Q. $65,000? 

A. Yes, or 62 and a half. Somewhere in there. I know 
it was practically half what they asked for, and we had qu ite 
a discussion over it, and finally we worked it out wherepy 
we would leave them the buildings that the plant was in, and 
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we had a right of occupancy for an oil engine. We sold 
them back the ice plant, as I remember it, to come as close 
as possible to adjusting the figures. 

Q. Now, you go on to say, in that paragraph, that the sum 
of $64,000 was to be paid, or was offered for their electric 
franchise and electric distribution system, and the electric 
generator and switchboard together with supplies on hand, 
and so forth. 

I take it that a portion of the purchase price was paid 
for the electric franchise and a portion for the electric dis¬ 
tribution system, and other physical property? 

A. When you buy an electric property, you buy the whole 
property, and if you don’t watch out, you might buy a prop¬ 
erty without a franchise, and the fellow would still 

2234 have his franchise, which would work against you. 

When I made these contracts, they were not as fine 
as those long legal documents we had a while ago, but you 
will find I tried to put in everything I got into this contract, 
and the amount I said I would pay for it I paid for all of it, 
and I couldn’t tell you whether I allowed a penny for the 
franchise, or $64,000 for it. 

You buy an electric system, and you get everything with 
it that you can see in sight, everything of use or useful. 

Q. Have you seen before Exhibit 161 for identification, 
the report on Atkins? 

A. No, sir, I couldn’t identify it. 

Q. I note on page 5 of Exhibit 161 the signature L. C. 
Jewett. 

A. Yes, sir. 

Q. Who was Mr. Jewett? 

A. That signature being on here, L. C. Jewett’s signature 
—I believe that this was prepared by the accounting depart¬ 
ment of the company. L. C. Jewett was in Mr. Baker’s 
department, the accounting department of the company. 

I don’t know whether I saw a copy of this or not, because 
it was prepared by the accounting department, and would 
go into their files. 

Q. As I understand you, the signature on page 5 is that 
of L. C. Jewett? 

2235 A. Yes, it is. I saw the word Matthews on the 
next page, and I was thinking it might be another 
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Matthews that worked in the same department, but 
wasn’t. 

Q. Did you dictate the memorandum, Mr. Wilkes, 
which Exhibit 162 for identification is a copy? 

A. I think I did, yes, sir. The wording is mine. 


it 

of 


Mr. Purdue: We offer as Exhibit 163 for identification a 
photostat of a letter dated December 15, 1924 to F. M. 
Wilkes from Guy A. Watkins. 

Q. Who was Mr. Guy A. Watkins in relation to 
2236 Arkansas Light and Power Company? 

A. Mr. Guy A. Watkins had been very much in¬ 
terested in the development or attempted development of 
the Little Red River or dam near Judsonia. I do not know 
exactly from my own knowledge how the deal was worked 
out which took over the rights on Little Red, but when thiev 
did, Mr. Guy Watkins and Mr. Virgil Pettie, who was men¬ 
tioned in this letter came over to the Arkansas Power and 
Light Company and became very active—or rather tjhe 
Arkansas Light and Power Company, and became very 
active with us in the purchasing of properties in the terri¬ 
tory where they had been working before to get towns for 
the Hiram Dam set-up. He was a member of the engin¬ 
eering firm of Dickinson and Watkins. 


Q. Are the signatures on Exhibits 163 and 164 those | of 
Guy A. Watkins? 

A. Yes, sir, they are. 

Q. Did you receive each of those letters? 

A. I couldn’t tell you now that I had. 

2237 Q. In the ordinary course- 

A. By that I don’t mean I didn’t receive them, ior 
that I’m trying to get out of something; but I received a 
lot of letters back there. I was busy as I could be, and I 
couldn’t tell you whether I received these individual letters 
or not. 

Of course I was cognizant of all that was going on there, 
and was very active in those purchases, but the negotiations 
of those three properties you mentioned were not handled 
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by me directly, and I couldn’t tell you positively that I 
received these letters, or not. But they are purported to be 
written to me, and were probably were received by me. 

»•••••• 

Q. Did you dictate Exhibit 165 for identification? 

A. Yes, I did. That is this letter to Dickinson and Wat¬ 
kins? 

Q. Yes. Who were Messrs. Dickinson and Watkins? 

A. That is the same gentleman we talked about on 
2238 the other letters. 

Q. Oh, I see. 

A. Mr. Watkins is a partner of the firm of Dickinson and 
Watkins. The subject matter there was a town where they 
had a fire and were out of service. They had bought a brand 
new engine. We bought it before the engine was installed. 
As I recall it, we cancelled the engine order, relieving us of 
that burden, and I moved an engine up there from a property 
in Louisiana which I had bought down there in acquiring 
that property, and so we saved the difference when I moved 
the engine in we already had. 


Q. Did you prepare Exhibit 166 for identification? 

A. Yes, it is a standard form which I made out every 
week showing where I had been, and what I had done. It 
refers to the purchase of Bald Knob, January 13. In the 
purchase of Bald Knob we paid $12,000 for a system with 
an engine which was destroyed by fire, and the people 
2239 who owned the plant retained the insurance. But 
being able to cancel the new engine, it was not a bad 

deal. 

We could have gone to the town and gotten a franchise, 
and let those fellows living there go fishing for getting any¬ 
thing out of it, but that wasn’t the way we dealt. 

Q. Do you recall what the purchase price was of Judsonia 
and Kensett? 

A. No, sir. As I remember it, I didn’t handle that. I 
think someone else handled that. It is not clear to me at 
all at the present time. 
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I don’t remember just who did purchase that, but I didn’t. 
I am sure I didn’t. 

Q. Now, this may or may not refresh your recollection. 
I don’t know myself what the purchase price was, but I 
would like to show this to you. I have reference to pagp 1 
of Exhibit 162 for identification, the fifth paragraph on 
the page, where reference is made to a figure of $11,500. 

Does that refresh your recollection at all as to the pur¬ 
chase price? 

A. No, sir. This memorandum which you presented to 
me was a report that I made to Mr. Longino on what| I 
thought it would cost to buy all the properties beginning 
at North Little Rock and going north as far as Bald Knpb 
and Searcy, and I was giving him, from a horseback sur¬ 
vey, what I thought it could be bought for. 

2240 I couldn’t tell you whether it was anywhere close 
to that, but that was my idea about what it was 
worth. That was rather a long trip to make that day, to 
go to see all those properties to see what they were worth. 

Mr. Young: Is that what you mean by a horseback ap¬ 
praisal? 

The Witness: Driving over a territory comprising ten 
or twelve towns. 

Q. What was the purchase price of Bald Knob? 

A. Bald Knob was $12,000, plus the assumption of the 
engine which was on order but had not been installed. 
The town was out of lights when we bought it. 

Q. What was the approximate value of the engine, ju|st 
in rough figures ? 

A. Well, if we bought a new engine, it would have beta 
another $12,000, if we bought and had to pay for a new 
engin e. A s I recall, it was a 125 horsepower engine with 
a 100 KW generator, at that time costing about $12,000 to 
install. 

Q. Will you please turn to page 2 of Exhibit 162 for 
identification, which is your memorandum of December 5, 
1942. 

I note in the first paragraph on page 2 you say that this 
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situation along the Missouri-Pacific Railroad north 

2241 of Little Rock is one of the keynotes in the •whole of 
Arkansas. 

Why was that? 

A. Well, it is the main trunk line through the state. 
It is the main line of the Missouri-Pacific Railroad from 
where it enters the state up to Corning, Arkansas to where 
it passes out the southwest of the state at Texarkana. It 
was the main route of travel. 

At that time there were no highways or roads of any 
kind there, but it was certain that they would follow the line 
of the railroad, and is another case of what we were doing 
back there in looking years and years ahead and saying, 
“This is a territory that will develop, and we should get 
in there.” 

There is the recommendation on my part that certain 
steps be taken, and the steps were taken. 

There was very little electric load in there. That terri¬ 
tory hadn’t been drained. It was covered with second 
growth timber. The sawmills that had been there one time 
were gone, but the possibilities of developing anybody that 
had eyes to see could see them. 

Q. Now, also as I gather from your testimony—and 
you may correct me if I am wrong—did Arkansas Light 
and Power Company at that time contemplate the hydro 
development of the Little Red River in that vicinity ? 

A. I couldn’t say. I would say this: I never 

2242 thought the Little Red River was worth a darn. 

• •••«•• 

Q. I take it, at least, that some portion of your organiza¬ 
tion, Arkansas Power and Light Company, did contemplate 
the development of the Little Red River. 

A. This was right after the army of the Little Red River 
had joined the Arkansas Light and Power Company, and 
those fellows—if I told them what I thought about the 
dam—I couldn’t have gotten them to pull an ounce, so to 
keep them in line I made out like the dam might some day 
be completed, but I wasn’t banking on it that it would. 

Q. Now, in your report of January 19, 1925, which is 
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Exhibit 166 for identification, you state in the second para¬ 
graph that “we should have this property so as to form 
a connecting link between Newport and the remaining prop¬ 
erty of the Arkansas Light and Power Company.” 
2243 Now, would that link serve the purpose of blocking 
out someone else from cutting you off from New¬ 
port? 

A. You are trying to put words in my mouth I don’t 
mean. We were not trying to block out anybody. We *vere 
trying to build up something, and if you follow thesej let¬ 
ters through here, as I refresh my memory as you hand me 
these letters, I can see that pattern all the way through. 

Here is a letter of December 5, 1924 where I was talking 
about the same thing, to build a line up the Missouri- 
Pacific right-of-way, and there is a town mentioned in;that 
letter. Now, we weren’t blocking anybody else out of 
there. 

Q. Well, when there is competition for properties, and 
you succeed in the purchase, the result is to block out) the 
other fellow, isn’t it? 

A. Well, if you got it, he didn’t, if you have competition 
for it. There are lots of ways you can block them out, 
though, without paying too much money for them. 

You have the character of the people trying to buy them 
lots of times that counts more than money. In this base, 
the people who had these properties would rather sell tp us 
than to sell to Southern Edison or other folks who weren’t 
doing anything. We were building Arkansas. 

Q. Now, going to the matter of the Searcy acquisi¬ 
tion. 


2244 Q. Did you dictate the letter of which Exhibit 167 
is a copy? i 

A. Yes, sir. I am familiar with it. 

• ••#••• 

Q. Do you recall having seen Exhibit 168? 

A. I can’t identify it or vouch for it. I don’t know Any¬ 
thing about it. 

• •••••• 
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2245 Q. Do you recognize the signature on Exhibit 169 
for identification as being that of Mr. Watkins? 

A. That is right, yes, sir. 

Q. Did you receive the letter? 

A. I suppose I did. I can’t say at this late date whether 
I did or not. 

Mr. Purdue: We offer as Exhibit 170 for identification 
a photostat of a letter dated February 7, 1925 to W. D. 
Davenport from H. C. Couch. 

• •••••• 

Q. Do you know who Mr. Davenport was? 

A. I don’t know for sure, but I think he was one of the 
Board of Commissioners, wasn’t he? 

Q. I don’t happen to know. 

A. I don’t, either, but I happen to recall it. 

No, he was not. I don’t know who he was. I don’t 
recall at this time. 

2246 Q. Is the signature that of Mr. H. C. Couch? 

A. Oh, yes. 


• •••••• 

Q. Is the signature on Exhibit 171 that of Mr. Guy A. 
Watkins? 

A. That is right, yes, sir. 

Q. Would you say that you received the letter? 

A. I probably did. I couldn’t identify it. I couldn’t 
say. It is about the Searcy acquisition, and Mr. Watkins 
and I were working very closely together. As I say, he 
had come over into our camp. It was a great pleasure to 
work with him. I imagine I got this letter, but I couldn’t 
say I did. 

Q. I notice a reference in the first line to a Mr. Cantrell, 
Who was he? 

A. Mr. Cantrell was the local attorney, and I believe 
was president of Arkansas Central Power Company. The 
Mr. Patterson he speaks of there was the manager 
2247 of the local lighting plant for the municipality, and 
Mr. Sanford and Mr. Kelly were two of the three 
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commissioners, and I think Mr. Baugh was the other. 
There were three of them. 


Q. Did you prepare Exhibit 172? 

A. I have no doubt I did. It was routine. 

••••••• 

Q. Is the signature on Exhibit 173 that of Mr. Guy A. 
Watkins? 

A. That is correct, yes, sir. 

Q. Would you say that you received the letter? 
2248 A. I probably did. He was writing about sokne- 
thing that both of us had attended, and both of us 
were familiar with, and we felt about the same way about 
it. 

Q. I notice a reference in the second line of the letter, 
“Money talks. The big gun shot this wad.” 

Who was the big gun? 

A. They asked me up there to meet with the City 
Council. There was a bunch of citizens—it was at one 
of these town hall meetings—and I felt that I had the 
people lined up pretty well so they would sell the plant 
to us. 

Mr. Cantrell—referred to as a big shot—walked in. 
He walked up and laid a certified check for $90,000 down 
on the mayor’s desk and said, “I don’t know whether the 
Couch Company has any money or not, but I knew the 
time when his checks weren’t very good, but my money 
talks. ’ ’ 

I got up and said I knew the people of Searcy better 
than that, and I thought there were lots of things that 
talked in Arkansas besides money, but if they wanted 
money we would like to have an opportunity to bid on jhe 
place, that we had made a proposal which I thought would 
help the development of the town—to lease rather tlian 
buy because I thought that was better for the town, but 
that if it was going to be a money-talk proposition and a 
cold blooded thing, we would like to have an opportunity 
to do something about it. 
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This letter was written in regard to that meeting, 

2249 and that was the first meeting that ever took place, 
as far as I know, between the Arkansas Central and 

the Arkansas Light and Power Company. 

Q. Now, prior to the making of this offer of $90,000 by 
Arkansas Central Power Company, the Arkansas Light 
and Power Company had offered $30,000 for the property, 
had it not? 

A. I think you are right. I don’t know. I was trying 
to work out a lease. You see here in one of Mr. Watkins 
letters where he is talking about a lease proposition. I 
am not sure how that $30,000 was put in a lease, because 
we had rather a fancy workout on the thing by reason that 
it was complicated by being a direct current plant and 
involved a lot of changes. We would have to rebuild the 
whole town. The wire was probably heavy enough, but 
the local DC plant would have to be changed to AC before 
it could be put into our line, and as I recall the offer, it 
was $30,000 in cash, and either a lease—they needed some 
money, about $30,000 to fix up the water works, and as 
I remember, we worked it out to give $30,000 in cash and 
then some kind of a lease rental, or else it was a $30,000 
outright purchase, replacing the DC motors. It was all 
mixed up together in one basket. 

This proposition here, $90,000, was just a cold walk in 
and lay down of $90,000 in cash in the form of a certified 
check, more money than we had ever had. 

2250 Q. Now, directing your attention to the last sen¬ 
tence on Exhibit 173, which is the letter of February 

22, 1925, who was “Chet”? 

A. Are you a Mason? 

Q. No, I am not. 

A. Chet was Chet Cunningham, who took a certain part 
in a certain Masonic degree, and our friend Cantrell took 
a certain part in the same degree, and in the degree he and 
Cantrell didn’t agree, so this note says, “I still think 
Chet Cunningham was right.” 

If any of you happen to be 32nd degree Masons, you 
will know what I am talking about. 

*•••••• 
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Mr. Purdue: We offer as Exhibit 174 for identification 
a photostat of a report dated February 23, 1925 to Jj. L. 
Longino from Frank M. Wilkes, General Manager. 

• • * • * • * 

Q. Mr. Wilkes, did you write that exhibit? 

A. Yes, sir. 

Q. I notice in the second paragraph a reference is 

2251 made to you all having to mess the whole detail up, 
possibly. 

Do you recall how you proposed to do that? 

A. “He who fights and runs away lives to fight another 
day.” As long as nobody got it, we had a chance to get 
it later. 

Q. How were you going to mess it up? 

A. Well, we would just get enough of our friends there 
to say “no sale,” and there wouldn’t be any sale. ! If 
they couldn’t agree on a sale to us, we had enough friends 
there that they wouldn’t agree to sell to anybody. 

You realize now you are competing not with a flyjby- 
night but you are competing now with somebody that 
operates. The Bond and Share Company and the Arkansas 
Light and Power Company both intended to operate and 
continue in business in Arkansas. 

Q. In other words, if you couldn’t get it, you would block 
them out? 

A. No, we wouldn’t block them out. I don’t want to 
keep using that word. We could keep them from getting 
it at that time, but we weren’t blocking anybody out. If 
we couldn’t get it at that time, we were going to wait uptil 
another day and fight another battle over it. 

But when you say blocking out, that was done by fly- 
by-nights, not by the Bond and Share. 

2252 Q. Well, you were going to prevent them from 
getting it? 

A. We were going to keep them from getting it then, if 
we didn’t get it then. Nobody would get it then if we didn’t. 

Mr. Purdue: We offer as Exhibit 175 for identification 
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a photostat of a letter dated March 12,1925 to F. M. Wilkes 
from W. E. Self. 


Q. Who was Mr. Self? 

A. He was another of the boys that came over to us 
from the Red River. 

Q. And is that his signature? 

A. I am not familiar with his signature, but I probably 
got this letter. I didn’t get enough of them to know his 
signature. 

Q. Now, I note that the letter bears the letterhead of 
Arkansas Power Corporation. What was the Arkansas 
Power Corporation, and its connection, if any, with Ar¬ 
kansas Light and Power Company? 

A. I have forgotten just exactly what the relationship 
was there. There were so many companies back 
2253 there. It never functioned, and I just don’t kn ow 
who they were. Apparently the names at the top 
of the letterhead, Pettie, Guy Watkins and Dickinson— 
I imagine that was one of the names they used at the 
Hiram Dam. 

Now, I am just making that as a supposition. 

Mr. Purdue: I offer as Exhibit 176 for identification a 
photostat of a letter dated April 18, 1925 to Arkansas 
Light and Power Company from S. W. Stanford. 

• •••••• 

Q. I believe you have already identified S. W. Stanford. 

A. Yes, sir. I can’t identify his signature, but I can 
identify him. He is dead now. 

Q. And I take it that you received this letter? 

A. Yes, I received the letter. I remember the letter 
very well. 

Mr. Purdue: We next offer for identification as Exhibit 
177 a photostat of a copy of a letter dated April 16, 1925 
to J. L. Longino from R. E. Ritchie, Assistant General 
Superintendent. 

• •••••• 
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2254 Q. Was Mr. R. E. Ritchie assistant general super¬ 
intendent of Arkansas Light and Power Company 
at that time? 

A. Yes, he was my assistant at that time. I was then 
general superintendent of the company. 

• • • • • • • 

Q. Did you prepare Exhibit 178? j 

A. Yes, sir, I dictated it, and it was written and signed 
by me. 


2255 Q. By the way, going back to Exhibit 177, Mr. 

Wilkes, which was the letter of April 16, 1925 from 
Mr. Ritchie, do you recall having seen that? 

A. Yes, I was on that trip with that party. I don’t re¬ 
call having seen the letter, but I was on the trip for tVo 
days. They went over to Hot Springs, and spent the day 
en route through our property. That night we got to 
Hot Springs late in the evening, had supper there, and then 
took them back to Searcy the next day. 

Q. Now referring to Exhibit 179, which was the letter 
from Mr. Sanford, can you say whether you saw that |at 
the time? 

A. Yes, sir, I am familiar with that letter. That caihe 
to my desk, and I took care of the work done on it. 


Q. Did you dictate Exhibit 180? 

A. Yes, sir. I am very familiar with the letter. 

*•••••• 

i 

2256 Q. Did you receive Exhibit 181? 

A. I couldn’t say. 

Q. You probably did? 

A. I probably did, yes, sir. I mean that it doesn’t briiig 
anything to mind. It is just a letter from Petty to me, 
and it doesn’t mean a thing that I can remember. 

• •••••• 
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Q. Do you recognize the signatures on Exhibit 181? 

A. The only one I recognize is J. H. Patterson. The 
others I can’t recognize. 

Q. Turning back to Exhibit 181, -which is the letter 

2257 of May 2, 1925 from Mr. Pettie, do you recognize 
the signature of Mr. Pettie? 

A. Oh, yes, I do. But that is not the same Pettey that 
signed this. It is spelled differently. It is not the same 
Pettey at all. One is V. C. Pettie, and this was a boy 
that worked in the office. I don’t recognize the signature 
because he was just a rate man of the company. 

Q. What were his initials? 

A. C. W. Pettey, and this is Virgil Pettie, V. C., and 
he spells his name P-e-t-t-i-e. They are not the same 
people at all. 

Q. Yes, I see. 

A. This was a boy about 24 or 25 years old, and Pettie 
was my age. 

Mr. Purdue: We offer as Exhibit 183 for identification 
a photostat of a letter dated May 9, 1925 to Mr. Frank 
M. Wilkes from J. H. Patterson. 

• ♦•*••• 

Q. Do you recognize Mr. Patterson’s signature? 

A. Yes, sir, I do. 

Q. And did you receive the letter? 

A. I suppose so. I can’t say. I evidently did, 

2258 because these other figures here are in my writing. 

Mr. Wahrenbrock: Meaning the longhand figures. 
By Mr. Purdue: 

Q. Now, referring to Exhibit 183, the letter of May 
9, 1925, as I understand you, the pencilled figures and the 
division on that page were made by you? 

A. That is correct, yes, sir. 

Q. Now, what is the significance of those pencilled figures 
and that division? 

A. Well, apparently it is the amounts on the paper 
divided by six to give that figure. 


Q. What was the purpose of that? 

A. We finally got into a bidding match with the Ra¬ 
tional Power and Light, and it was decided on a day per¬ 
tain we would come into these matters which have been 
covered by these letters. 

The letter from Mr. Sanford you put in the record awRle 
ago—I don’t know what the number of the exhibit i^— 
cited certain points we should bid on, that we should agree 
to thus and so. 

You had another exhibit here which was a proposal 
which I signed which went to them. Everything hadl to 
be taken in and weighed. As I recall it, the National 
Power and Light Company bid was several thousand dollkrs 
more than Arkansas Light and Power Company, and when 
they were read out my friends in the audience looked 

2259 like somebody had murdered them. I got up and 
thanked the Commissioners for having had the Rid, 

and said that now I guessed they were ready to sellj to 
us on account of the fact that our rates were lower tljian 
the others, and if you capitalize the rates at six percent, 
that is figure a return of six percent on your money, oUrs 
represented a better bid than the other fellow’s. 

The rates were on one year’s actual consumption, which 
they asked us to bid on, and our rate was lower than the 
other fellow’s, so that made our bid, with that provision 
in there that the rates were also part of the bid, a better 
bid, and the thing got thrown into another tailspin. 

That there shows our revenue was lower by a six percent 
return on $19,000 worth of property, so we were offering 
that price there. 

2260 Mr. Purdue: We offer as Exhibit No. 184 for iden¬ 
tification a copy of a letter dated May 19, 1925 to J. 

L. Longino from V. C. Pettie. 

I 

Q. Can you identify that, Mr. Wilkes ? 

A. No, sir. It is a letter from Mr. Vergil Pettie to Mr. 
J. L. Longino. I can’t identify it, except for the fact tkat 
that is what it purports to be. 
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Q. Did you write that letter, Exhibit 185 for identifica¬ 
tion, Mr. Wilkes? 

A. Yes, sir. I remember it very well. 

2261 Q. That is Exhibit 185 for identification. 

A. Yes, sir, that is this letter which you have just 
handed me? 

Q. Yes. 

A. Yes, sir. 


• •••••• 

Q. Did you receive Exhibit No. 186 for identification, 
Mr. Wilkes? 

A. Yes, sir. I am very familiar with it. 

• •••••• 

2262 The Witness: Is there a question pending? 

Mr. Purdue: No. I will ask you, Mr. Wilkes, did 
you receive Exhibit 188 for identification? 

The Witness: Yes, sir, I did. I am very familiar with it. 


2263 Q. Is D. H. Cantrell, to whom Exhibit 189 for iden- 
fication is addressed, the same man concerning whom 

you just testified? 

A. Yes, sir. 

Q. Are you able to recognize that exhibit? 

A. No. That may have been sent to me. 

Q. You mean a copy may have been sent to you? 

A. That is the way Mr. Longino used to send things to 
me, with my name “Wilkes” written up there. 

• •••••• 

Q. Did you dictate Exhibit 190? 

A. Yes, sir. I wrote that letter to Mr. Kelley, and that 
was a peace protocol including National and the Arkansas 
Light and Power Company. A few days prior to 

2264 that Mr. Couch and Mr. Mitchell had met in New 
York, and Mr. Mitchell said he wanted people like us, 


who can fight, on his team. So this was a peace protocol. 
This was releasing my friends at Searcy. 


Q. Did you see Exhibit 191 for identification at the time, 
Mr. Wilkes? 

A. It was referred to me, according to a notation on here. 
I didn’t think we made that trip at that time. We evidently 
did not. This trip was not made. It doesn’t fit into my 
memory of it. I thought maybe I was wrong, hut I wasn’t. 
Q. I believe that letter is out of place in my offering. 

A. According to this they went by train and my memory 
is we went by buses. I was afraid I made a mistake. That 
belongs with that other one. 

Q. It does. It was offered out of turn. 

A. Yes. 

• •••••• 

2265 Q. Can you say anything about that letter, In¬ 
hibit 192 for identification ? 

A. This is an accompanying letter to Mr. Kelley. This 
was releasing another one of my friends, and thanking 
them for the help they had given us. 

Q. You wrote it? 

A. Yes, sir, I did. 

Q. Is it correct to say that the competition between Ar¬ 
kansas Light and Power Company and Arkansas Central 
Power Company, exemplified by Searcy, was a principal 
reason why the agreement was worked out between tfae 
Couch interests and Mr. Mitchell for the purchase by Elec¬ 
tric Power and Light Corporation of the Couch properties? 

A. Yes, sir. There are many ramifications to that. We 
were continuing in active management of the property. It 
was a merger rather than a buy-out. It really con- 

2266 sisted of a treaty whereby Couch continued to to 
president of the new company; it also included the 

fact that they could not fire me or several others, or I am 
afraid I would not have been there if it had been a cop- 
quest. It was a merger. That is what I was hinting at to 
my friends here in Searcy. 
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Q. I see. 

A. From that time on we were able to get money without 
all the terrible things we had to go through to get it before, 
and we were able to go to our parent company and obtain 
money to expand and realize the dreams that we had, and 
the growth of the Arkansas Power and Light Company from 
that time on was not limited by its ability to get money. It 
was a fine agreement between both companies because the 
two companies had the same idea, and that was to continue 
to operate and continue to build, and to build a big system 
in Arkansas which would be something to help build the 
State, and by that merger we were able to join hands, join 
financial ability on the one hand and the know-how and 
knowledge of the country and the people that we had on 
the other. It was the beginning of a grand new vista in the 
development of that territory. 

Mr. Purdue: Taking up the acquisition of De Vails Bluff, 
we offer as Exhibit 193 for identification, a photostat of 
what appears to be an investigation report, Electric Light, 
Water and Ice Plant, De Vails Bluff, Arkansas, by 
2267 G. I. Branch, dated March 20, 1925. 

• •••••• 

Q. Who was Mr. G. I. Branch? 

A. I don’t know him. Are you sure this came out of the 
Arkansas files? 

Q. Yes, sir. 

A. I don’t recall any man by the name of Branch. I don’t 
recall him at all. 

Q. So far as you know, he was not employed by Arkansas 
Light and Power Company? 

A. I think I would remember if he had been. I don’t 
recall the man at all. 

Q. Would you say that he was employed by Arkansas 
Central Power Company? 

A. He might have been. That is why it is fuzzy in my 
memory. I don’t think he was with the Arkansas Light 
and Power Company; because if he had been I think I would 
have remembered him. I don’t believe anybody making a 
report of that kind would have been unknown to me. I don’t 
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think there is a chance in the world that he would have been 
unknown to me. 

Q. I hand you a photostat of a letter which I ajn 
2268 not offering for identification, at this moment at 
least, because I have not gotten copies of it made, but 
I can offer it if necessary. Does that refresh your recollec¬ 
tion? 

A. Yes, I see a picture of it now. He worked in Little 
Rock. He was a tall, slender fellow. I remember him now. 
He was an employee on the other side of the fence. He 
wasn’t with Arkansas Light and Power Company, and this 
statement here was made before the merger. See—March 
20, 1925. I know Branch now. He worked with the Ar¬ 
kansas Central Power Company. 


Q. Did you write the letter of which Exhibit 194 is a 
copy? 

A. Yes, sir. 

••••••• 

i 

2269 Q. Did you receive Exhibit 195 for identification, 
Mr. Wilkes? 

A. Yes, sir. 

Q. Do you recognize Mr. Armstrong’s signature? 

A. No, sir, I wouldn’t recognize that. That is probably 
the only letter I ever had from him. 


Q. Mr. Wilkes, did you write the letter of which Exhibit 
196 is a copy? 

A. The one dated April 14 I have already seen. The one 
dated April 161 have seen. Now, this one? 

2270 Q. Yes. 

A. April 17? 

Q. Yes. 

A. Yes, I wrote that. I was telling him in that letter 
that I was not going to pay a price which was going to he 
caused by bidding against Mr. Cantrell, but if he would still 
have the sale I would rather he would work it out with 
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Cantrell; but that if he didn’t want to sell, I wanted to see 
him charge every penny he could get for it. 

Q. Did Mr. Armstrong take advantage of your offer? 

A. I don’t recall now whether he ever sold before the 
merger or not. Eventually we bought the plant there. He 
continued to run his ice plant. I am a little hazy as to what 
happened there, Mr. Purdue, but I knew what was going on. 

• •••••• 


2272 Mr. Purdue: Thank you. 

I hand you Exhibit 23 for identification. I don’t want you 
to read it aloud because it is not in evidence in the case, 
but I would like to ask you if you recall whether or not a 
contract was written between L. K. Armstrong and O. H. 
Simonds covering the sale of that property in April of 
1925, Mr. Wilkes? 

The Witness: I would have absolutely no knowledge of 
that. That was before the merger, and it was on the other 
side of the table. They weren’t letting me in there very 
much. 


2273 Q. Now, referring to Exhibit 195 for identification, 
which is the letter of April 16, 1925, to you from 
Mr. Armstrong- 

A. Yes, sir. 

Q. I note a reference in the second paragraph of the 
letter that “other parties are waiting on me”. I take it 
there is no doubt in your mind as to who the other parties 
were? 

A. No, sir, there wasn’t. 

Q. In other words, the Arkansas Central Power Com¬ 
pany? 

A. What is bothering me is that this franchise was as¬ 
signed to Mr. Simonds on October 16, 1925, and that was 
several months after the merger. That was almost five 
months after the merger. I have a pretty clear recollection 
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that I built a line in there and had transformers just 
2274 west of the town and hooked that up about the middle 
of the summer. My memory may be wrong on that, 
but I just can’t help but think that that is the way it was 
done. 

Q. Well, the reference in the letter to the other parties 
waiting on Armstrong was a reference to the Arkansas 
Central Power Company ! 

A. Yes, National Power and Light. No doubt about Who 
that was, but I feel I finally got that property. 

Mr. Purdue: I would appreciate it, counsel, if you would 
undertake to get information as to the time when the 
property was actually acquired and the purchase price. 

Mr. Young: Was that De Yalls Bluff! 

Mr. Purdue: Yes. 

Mr. Young: I believe that is what you mentioned before. 

Mr. Purdue: Yes. 

Mr. Lasley: We will probably have to go to Arkansas 
to get it. 


2277 Q. Mr. Wilkes, I take it that you do not recall hav¬ 
ing seen Exhibit 199! 

A. I never saw this. 

Q. I take it that both Arkansas Light and Power Company 
and Arkansas Central Power Company were trying to buy 
the property at Hazen in the Spring of 1925! 

A. In the Spring of 1925! 

Q. Yes. 

A. Yes, sir. About along there. 

Q. And by whom was the property acquired, Arkansas 
Light and Power Company or Arkansas Central Power 
Company, do you know! 

A. I couldn’t tell you on that. I was trying to think 
ahead as you go along and see what the next town would 
be, and it was bought by Ritchie—it wasn’t bought by 

2278 me. It was acquired by Arkansas Light and Power 
Company by Mr. Ritchie. Those towns in there were 

inconsequential. We had the rice area around Carlisle 
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and Lonoke, and we were not spending money at that time. 
We were not spending money in those very small towns. 

• •••••• 

Q. Taking up the matter of the Lonoke acquisition now, 
before the time of the sale of the Couch properties to Elec¬ 
tric Power and Light Corporation, or at and prior to 

2279 that time, Arkansas Light and Power Company was 
supplying Lonoke with electric energy at wholesale, 

were they not? 

A. They were supplying them when I first went with 
Arkansas Light and Power. That was the Bransford family, 
and we had a contract with them for wholesale power, which 
I think was signed in 1917—I think that was it—and I know 
that it was in existence when I went into the company in 
1919. That continued up until the early summer or late 
spring of 1925. 

Q. What was the date mentioned? 

A. The early summer or late spring of 1925. 

Q. Of 1925? 

A. Yes, sir. 

Q. Now, in the spring of 1925, did Arkansas Light and 
Power Company undertake to acquire Lonoke? 

A. My memory on that is that the National Power and 
Light Company bought Lonoke. I think they bought it out 
from under us there. We had a wholesale contract, and I 
think they bought the company right out from under us. I’m 
pretty sure of that. 

Q. Did you make a bid for the property at that time, Mr. 
Wilkes? 

A. My memory is that they never even asked us to make 
a bid on it. We considered that a closed deal on account of 
the fact that we were all already in there supplying it 

2280 —just about getting into actual operating competition 
there. Both of them were operating companies. 

Q. In the same territory? 

A. Yes, sir. They were both expanding into the same ter¬ 
ritory. 

Q. I take it then that you were not aware that Arkansas 
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Central Power Company was after the property at Lonoke 
until they had obtained it? 

A. My memory is that we didn’t know a thing about it 
until they obtained it. We had a long-term contract with 
Bransford, and naturally we didn’t think that another com¬ 
pany would come in there and buy it under those conditions. 

Mr. Purdue: I see. 

• •••••• 

Q. Can you identify Exhibit No. 200 for identifica- 

2281 tion, Mr. Wilkes? 

A. This is one of those G. I. Branch reports with 
which I am not familiar. 

I 

• * • • • • • | 

2282 Q. We offer next as Exhibit 202 for identification, a 
certified copy of a deed dated June 1, 1925, by W] Y. 

Bransford, et al. to Charles A. Walls. 

• • • • • * * 

2283 Q. Are you able to say, Mr. Wilkes, who Charles A. 
Walls was? 

A. He was at one time an attorney with the Arkansas 
Light and Power Company. I don’t know whether he still is 
at this time or not. 

Q. Or was it of the Arkansas Central Power Company ? 

A. No, sir. We did not pay very much—very big fees— 
to our lawyers back there. But he was my lawyer. |Ve 
should have known something about this but we never did 
until it happened. Charles A. Walls was an attorney' in 
Lonoke, Arkansas, and he was supposed to be our attorney. 
In my mind he was our attorney. 

Q. But in this transaction he was not acting for y<iur 
company? 

A. That is correct. He acted against the interests of our 
company. 

Q. He acted against the interests of your company? 

A. Yes, sir. 

Q. Whom was he acting for? 
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A. I have no idea. I imagine it was for the Na- 
2284 tional Power and Light Company. 

Q. I see. 

A. But from my own knowledge I can’t say. I don’t know 
whether he made a profit off of the sale to somebody else 
or not. 

Q. All right. Thank you. 

2284-A Q. Mr. Wilkes, in 1925 was Mr. 0. H. Simonds in 
the employ of Arkansas Central Power Company 
or National Power and Light Company, one of the Bond 
and Share companies 7 

A. He was in the employ of Electric Bond and Share 
Company at the time of this deed. He was then sponsor 
of Arkansas Power and Light Company properties—that is, 
the merged properties. He belonged to the Ebasco family. 
I have no way of knowing just who Charley Walls was acting 
for then—whether he was acting for them or whether he was 
acting for himself in the acquisition. I don’t know. 

Mr. Young: I think too, Mr. Purdue, if I may say this, 
if Mr. Wilkes doesn’t know we wouldn’t be able to find any¬ 
thing in our files. 

• •••••• 

The Witness: I think that is true. If I don’t know about 
it I don’t think there is any way you will find anything about 
it in the files. 


2285 Q. Do you recognize Mr. Watkin’s signature on 
Exhibit 2047 

A. Yes, but this letter is way out of focus from these 
other papers. This should be back to where the report was 
made that I was up along the Missouri-Pacific Railroad. 
This is not out in the direction we are talking about now. 

Q. That is true. 

A. The date and everything else is out of line with these. 

Q. That is right. Now, I have gone on from Lonoke to 
something else, Mr. Wilkes. Really these letters should 
have been offered earlier. It would have been clearer. 
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Now, did you receive the letter, Exhibit 204? 

A. I suppose I did. I got quite a number of letters frofii 
Guy Watkins. He was rather a prolific letter writer, and 
I got lots from him. 


2286 Q. Do you recognize Mr. Pettie’s signature on Ex¬ 
hibit 205? 

A. Oh, yes. 

Q. And did you receive the letter? 

A. Yes, there is a memorandum on the letter sending it 
on to Mr. Couch, saying Mr. Pettie’s franchise at Cabot 
expires the coming week, and that he should renew by tlje 
first of July. 

Then I took—as I remember the franchise with Cabot-U 
about three or four days. I broke my arm, as referred to 
in one of these other letters. 

Mr. Purdue: We offer as Exhibit 206 for identification 
a photostat of a letter dated March 7, 1925 to Mr. F. M. 
Wilkes from Guy A. Watkins. 


2287 Q. Do you recognize Mr. Guy A. Watkins’ signa¬ 
ture at the end of the letter? 

A. Yes, sir. 

Q. Would you say that you received the letter? 

A. I undoubtedly received it. I have got a note here to 
Mr. Ritchie passing on the rate he asked for in the letter, 
and also told him to go ahead and order some street lightjs 
he is talking about. 

Mr. Purdue: We offer as Exhibit 207 for identification a 
photostat of a letter dated March 11, 1925 to J. L. Longino 
from W. D. Self. 

• •*•••• 

Q. Do you recognize the signature at the end of the letter? 

A. This is the same Self. I said I couldn’t recognize hip 
signature before, but I guess that is his signature. It ip 
not a signature I saw often enough to say I remember it. 
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Mr. Purdue: We offer as Exhibit 208 for identification 
a photostat of a copy of a report dated March 23, 1925 to 
J. L. Longino from Frank M. Wilkes. 


2288 Q. Is this another one of your weekly reports ? 

A. This is a routine thing. I don’t remember them 
individually. It was a routine matter, every week I made a 
report. 

Q. But would you say that you wrote it? 

A. There is no douht about my having written it. 

Q. Now, turning back to Exhibit 171 for identification, 
which is the letter of February 12, 1925 to you from Mr. 
Watkins, and calling your attention to the last sentence 
in the body of the letter, “I am leaving in the morning for 
Wynne, Parkin and Earle and will not be back until Satur¬ 
day p.m.” — that is the letter signed by Mr. Watkins. 

A. Yes. 

Q. Then calling your attention to the paragraph in Ex¬ 
hibit 208 for identification commencing with the words 
“March 19 in company with Mr. G. A. Watkins visited 
Wynne, Earle and Parkin”, that being your memo- 

A. They don’t refer to the same trip at all. 

Q. Well, now, what I am going to ask is was your company 
investigating these towns with a view to their pur- 

2289 chase in the winter and spring of 1925? 

A. You mean the winter of ’24 and the spring of 
’25? 

Q. The winter of 1924-25 and the following spring. 

A. That is right, we were very active then, yes. 

Q. And at that time, who owned Wynne, Earle and 
Parkin? 

A. Wynne was municipally owned. Parkin was owned by 
some people there in the lumber business, and Earle was 
owned by the ice plant man there. I think his name was 
Richardson, or something like that—No, Morrison. 

Q. Now, did Arkansas Light and Power Company make 
offers for those towns? 

A. At Wynne we were very active and made an offer 
for Wynne. I don’t know for sure whether they ever got 
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down to the offer stage on the other two or not. We were 
just beginning to get to the point where we got together with 
the National Power and Light Company, and the merged 
company were both fighting at Wynne. 

Q. Now, as regards Earle and Parkin, they were acquired 
later on in that spring of 1925 by the Electric Power and 
Light Company, were they not, or the National Power and 
Light? 

A. My memory of it was that the East Arkansas Power 
and Light Company, which was a Bond and Share company, 
bought those properties, the East Arkansas Po^er 

2290 and Light. It was one of those companies that was 
merged at the time of the merger. 

Q. Were you in competition with the Bond and Share 
people in the spring of 1925 as regards Earle, Parkin and 
Wynne ? 

A. Oh, yes, yes. 

Q. That competition of course had the effect of forcing 
up the price? 

A. No. 

Q. You don’t think so? 

A. No, I don’t think so. The battle was fought just like 
the Searcy battle was fought. The only difference about 
it was that Mr. Couch and Mr. Wilkes didn’t have as much 
drag in East Arkansas as they did in central and southern 
Arkansas, and the East Arkansas Power and Light Com¬ 
pany had a more or less of a headquarters in Memphis. 
Power was brought across the river from Memphis, and 
they had a better chance of buying than we did there. We 
were the underdog over there, but we were the top dog on 
the other side. 

Q. Well, competition for the acquisition of property 
does result in forcing up the price? 

A. This wasn’t a forcing up in price. You have got 
two different kinds of competition; when you have got two 
operating companies fighting they are both going to try j to 
get it as cheap as they can. They are going to use 

2291 every hold they have got to get it as cheap as they can. 

The other people we are talking about are people 
that go around buying up properties and holding them. 
That is what you call blocking people out of territories. 
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They are just blocking out, knowing that you either have 
to go around them or buy them sometime. 

But the Bond and Share Company and Arkansas Light 
and Power Company was an entirely different kind of action. 

Q. Now, back when you were first on the stand, Mr. Wilkes, 
there were one or two letters which I should have shown 
you at that time but failed to do so relative to the Consumers 
Ice and Light Company acquisition, and I would like to 
turn back to that now, if I can, and find those letters if 
you will bear with me a moment. 

• •••••• 


2292 Mr. Purdue: We offer as Exhibit 211 for identifi¬ 
cation a photostat of a letter dated April 5,1926 to L. 
Garrett from C. W. McKay. 


Q. Would your answer be the same? 

A. I don’t remember anything at all about that 
2293 whole transaction. I knew it was made, hut I didn’t 
know anything about the details of it, who handled it, 
or who was hired to handle it, whether it was one of them or 
two of them. 

• •••••• 

Q. Mr. Wilkes, I have two or three more questions. As 
regards Earle and the properties which became a part of 
East Arkansas Power and Light Company, namely Parkin, 
West Memphis, Hulbert, Marion, Crawfordsville, and Vin¬ 
cent, what were the factors, if any, that made all those towns 
desirable acquisitions? 

A. I don’t know exactly what compelled the East Ar¬ 
kansas Power and Light Company to buy them. As I re¬ 
member it, those were bought—I have no memory of making 
any fight for Parkin or Earle, and certainly not for West 
Memphis and those other towns you named. 

I was not in a fight at all over those. They were very far 
to the east. Wynne was the only place in that area that I 
ever went into competition with the other folks about. 
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I can’t tell you for sure whether East Arkansas Poyer 
and Light Company had already acquired them be- 

2294 fore the merger or not We at that time didn’t (jon- 
sider that in our area at all, I mean the old Arkansas 

Light and Power Company, because we had all we could pay 
grace over already, and we couldn’t hope to go into it. 

Later on, after the merger, those towns were very im¬ 
portant to the growth of the Arkansas Power and Light 
Company, but my memory is that I am sure I never made a 
pass at any of those towns there. They were too far away 
from us. 

Q. Well, from your knowledge of the state, what is your 
expert judgment as to the reasons that made those towns de¬ 
sirable to National Power and Light Company! 

A. Well, I would say if the man that purchased them 
knew why he was buying them, he would buy them for |the 
same reason I would, and that was that it was a growing 
territory where they were draining lots of new land, build¬ 
ing highways, the towns were building up, growing instead 
of growing smaller. It is a wonderfully rich country. The 
government did millions of dollars of levee work between 
the years 1919 and on, and that territory which had been 
subject to floods every year was rapidly becoming the rich¬ 
est farming land in the world, and that is why I would have 
bought the property. 

Q. Do you know if Electric Power and Light Corporation, 
or National, or Arkansas Central Power Company, as ihe 
case might be, before the acquisition of the Couch 

2295 properties, contemplated the construction of a trans¬ 
mission line between Memphis and Little Rock! 

A. I don’t know of my own knowledge. No, I don’t know 
that. I think they did, but I don’t know that of my own 
knowledge. The fact that they were buying towns along 
the line of the Rock Island there, these towns they bought 
so far as I know without my knowledge, shows they wpre 
planning, although we didn’t know it. 

Q. If such a transmission line were in fact planned, would 
the location of Earle, Parkin and the other towns which I 
have mentioned in proximity to such proposed line be an 
additional factor making them desirable! 


1036 


A. They would have been on another line. A line di¬ 
rectly between Memphis and Little Rock would not have 
passed through those towns. They run in line kind of north¬ 
west, and Little Rock and Memphis are almost due east and 
west from each other. 

• •••••» 

2300 J ohn H. Bickley was called as a witness, and, hav¬ 

ing been first duly sworn, was examined and testified 
as follows. 

Direct examination. 

By Mr. Lasley: 


2302 1. Q. Please state your name and address. 

A. John H. Bickley, 231 South LaSalle Street, 

Chicago. 

2. Q. What is your occupation? 

A. I am engaged in private practice as a Public Utility 
Consultant. 

3. Q. "What has been your education? 

A. I was graduated from the University of Pennsyl¬ 
vania in June, 1915, with a degree of Bachelor of Science in 
Economics. I have had graduate work in economics at 
Columbia University in New York City. 

4. Q. Will you relate your experience in accounting, 
finance, and public utility matters since being graduated 
from the University of Pennsylvania and state generally 
the nature of your work in each position you held? 

A. I taught accounting and business finance at Lehigh 
University, Bethlehem, Pennsylvania, from September, 
1915 until June, 1924, with the exception of an absence of 
one year, 1918-1919, having held the ranks of Instructor, 
Assistant Professor and Associate Professor, in order. 

From July, 1924, until October, 1925,1 was an accountant 
with the Public Service Commission of Pennsylvania. In 
this capacity, I made accounting examinations in connection 
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with rate matters, security issues, property puf- 

2303 chases, mergers and consolidations. I assisted in the 
preparation of interpretations of the systems if 

accounts which had been promulgated by the Commission, 
and was consulted in connection with the annual report 
forms prescribed by the Commission. In addition, I pre¬ 
pared reports for the Commission on rate and other mat¬ 
ters. 

From October, 1925 until December 31, 1926, I was Chi^f 
Auditor of the Public Service Commission of Maryland, 
having been appointed to that position after a competitive 
examination. In this capacity, I was engaged principally in 
rate investigations. 

On January 1, 1927, I became associated with a public 
accounting firm in Baltimore, Maryland, where I remained 
until May, 1928. In this position, I assisted in audits ai)d 
made an examination of an electric power contract arrange¬ 
ment between a transportation company and an electric 
utility. 

From May, 1928 until May, 1931, I was engaged as 
Public Utility Expert by the Federal Trade Commission in 
an investigation of electric and gas utility industries in 
the United States, conducted pursuant to a Senate Kesolu- 
tion. In this capacity, I assisted in planning, organizing 
and supervising investigations of public-utility holding 
companies and their associated operating, management, en¬ 
gineering, construction, and other companies. Among tie 
companies examined under my supervision (the degree pf 
my supervision having varied) were: Electric Bond 

2304 & Share Company, American Power & Light Com¬ 
pany, Electric Power & Light Corporation, National 

Power & Light Company, American Gas & Electric Coiki- 
pany. North American Company, Cities Service Company, 
Associated Gas & Electric Company, Standard Gas & Elec¬ 
tric Company, North American Light & Power Company, 
Middle West Utilities Company, National Electric Powfer 
Company, National Public Service Corporation, Central ahd 
South West Utilities Company, Utilities Power & Light 
Company, Appalachian Electric Power Company, Ohio 
Power Company, Scranton Electric Company. 
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My first job with the Federal Trade Commission was to 
review and revise a questionnaire report form which had 
been prepared for response from the industry. This work 
was followed by setting in motion the field examinations of 
companies and the exercising of supervision over these 
examinations. 

The examinations included studies of numerous 

2305 instances of formations of new companies, property 
purchases, mergers and consolidations, and financing. 

From May, 1931 until April, 1935, I was director of the 
Department of Accounts and Finance of the Public Service 
Commission of Wisconsin, and was on leave of absence from 
April, 1935 until sometime in 1937. In my work with the 
Wisconsin Commission, I was responsible for all account¬ 
ing and financial matters coming under the jurisdiction of 
the Commission with respect to public utilities. This 
included examinations in connection with rate matters, 
financing, stock acquisitions, property purchases, mergers 
and consolidations; also original cost and depreciation 
studies. 

While with the Wisconsin Commission, I prepared a 
recommended revision of its system of accounts for electric 
utilities. This was, I believe, the first system prescribed 
by any regulatory commission which adopted the original 
cost principle of recording entries in the primary plant 
accounts and which provided an “adjustment” account for 
the difference between the cost to the accounting utility of 
property acquired as an operating unit or system and the 
original cost of such property. It was also the first system 
which excluded from fixed capital and recorded in a separate 
balance sheet account any commissions and expenses in- 
cured on capital stock issues. 

The Commission adopted the balance sheet section of the 
system I prepared but made the property acquisition 

2306 adjustment applicable to future acquisitions only. 
The revisions became effective January 1, 1932. 

Work was continued on a complete revision of the system 
of accounts for electric utilities and by the fall of 1934 
the revision had been completed. This revision, like my 
original proposals, made the original cost principle ap¬ 
plicable to all the property of a utility. But the purchase, 
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or acquisition, adjustment account was dealt with in sub¬ 
stantially more detail than was embodied in my 1931 system. 
About this time I was appointed Chairman of the Comnjiit- 
tee on Statistics and Accounts of the National Association 
of Railroad and Utilities Commissioners and my work on a 
revision of the system of accounts for electric utilities was 
continued through the work with that committee. 

In April 1935, I obtained a leave of absence from the 
Wisconsin Commission in order to return to Washington to 
assist the Federal Communications Commission in an in¬ 
vestigation of the telephone industry in the United States. 
My title was Chief Accountant of the Special Telephone In¬ 
vestigation. In this capacity, I assisted in planning, or¬ 
ganizing and directing an examination of the Bell Telephone 
System, including, principally, American Telephone and 
Telegraph Company, Western Electric Company, and I^ell 
Telephone Laboratories, Incorporated. I was in charge 
of the accounting, financial and general economic aspects 
of the examination. 

2307 In the summer of 1937,1 resigned from the Federal 
Communications Commission, the resignation [be¬ 
coming effective in August. 

In September, 1937,1 entered private practice in Chicago 
as a Public Utility Consultant. 

5. Q. What is the general nature of your present practice? 

A. My practice has included advice and assistance! to 

public utilities in original cost studies and property Ire- 
classifications, advice on other accounting matters, Con¬ 
sultation on financial matters, determination of the price to 
be paid for utility properties, and appraisals of securities. 

My work has been for utility corporations, for public 
bodies, and for trustees of estates in bankruptcy and re¬ 
organization in Federal Courts. 

I have served the War Production Board as a public- 
utility consultant, and have been a consultant for the Ten¬ 
nessee Valley Authority. 

6. Q. You said that you were at one time Chairman of the 
Committee on statistics and Accounts for Public Utilities 
of the National Association of Railroad and Utilities Cbm- 
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missioners. What did you do in that capacity and how long 
were you connected with the Committee! 

A. I was a member of the Committee from sometime in 
1933 until November, 1935. The work of the Committee 
while I was Chairman was the preparation of a re- 

2308 vised system of accounts for electric utilities. A new 
system was completed by the fall of 1935, a short 

time before the annual meeting of the Association. My work 
with the Committee terminated at the time of the annual 
meeting in 1935. 

7. Q. Have you performed other work for or in behalf 
of the National Association of Railroad and Utilities Com¬ 
missioners? 

A. Yes, sir. I was a member of a Special Committee on 
Telephone Depreciation from January, 1934 until Novem¬ 
ber, 1935. In 1933 I assisted in the preparation of a re¬ 
port on “Depreciation” for the National Association. I 
also represented the Wisconsin Commission in the prepara¬ 
tion of proposed revisions to a system of accounts for tele¬ 
phone companies that had been issued by the Interstate 
Commerce Commission in November, 1932. I do not re¬ 
call whether this work was as a member of a special com¬ 
mittee of the National Association of Railroad and Utilities 
Commissioners. 

8. Q. Are you a Certified Public Accountant? 

A. Yes, sir. I have been certified by the States of Illinois, 
Wisconsin, and Maryland. 

9. Q. Are you a member of the American Institute of Ac¬ 
countants? 

A. I am. 

10. Q. Have you written articles on public utility matters ? 
A. Yes, sir, several, on such subjects as valuation, fair 

return, depreciation, capital and maintenance ex- 

2309 penditures, amortization of discount, premium and 
expenses on funded debt, interest during construc¬ 
tion, staff organization, and original cost in public-utility 
accounting. I also wrote a review of a proposed report on 
the Bell Telephone Investigation. 
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11. Q. Have you examined the opinion and order of tie 
Arkansas Department Public Utilities, entered June 24, 
1944, captioned “In the Matter of the General Investigation 
on Motion of the Department of the Electric Operations Of 
the Arkansas Power & Light Company, Docket No. 225’"? 

A. I have. 

12. Q. Have you examined the opinion and order of the 
Arkansas Department of Public Utilities, entered January 
9,1945, captioned “In the Matter of the General Investiga¬ 
tion on Motion of the Department of the Electric Opera¬ 
tions of the Arkansas Power & Light Company, Docket No. 
225”? 

A. I have. 

13. Q. Have you examined the “Order to Show Cause”, 
issued by the Federal Power Commission on September 27, 
1944, in F.P.C. Docket IT-5829? 

A. I have. 

14. Q. Have you examined the Respondent’s Response 
to said Show Cause Order? 

A. I have. 

15. Q. Have you examined a “Report on the I?e- 
2310 classification and Original Cost Studies of Electric 
Plant as at January 1, 1937,” dated March 20, 1943, 
prepared by the staff of the F.P.C. with respect to Respond¬ 
ent? 

A. I have. 

16. Q. Have you examined a “Supplemental Report bn 
the Reclassification and Original Cost Studies of Electric 
Plant (Based upon Response as Revised, to order to Show 
Cause under Docket IT-5829) as at January 1, 1937”, dated 
September 26,1944, prepared by the Staff of the F.P.C. with 
respect to Respondent? 

A. I have. 

17. Q. Have you examined a “Stipulation”, dated January 
9, 1948, entered into between Respondent and the Federal 
Power Commission? 

A. I have. 
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18. Q. Are you familiar with the Uniform Systems of Ac¬ 
counts prescribed by the Federal Power Commission and 
the Arkansas Department of Public Utilities? 

A. Iam. 

19. Q. Are the two systems substantially the same, espe¬ 
cially with respect to instructions, definitions, account num¬ 
bers and the nature and character of items to be entered in 
the several accounts? 

A. They are. 


2312 21. Q. What is the purpose of a uniform system or 
classification of accounts for public utilities? 

A. The purpose of a classification of accounts for public 
utilities is the same as for any particular type of industry, 
namely, to establish a classification of assets and liabilities, 
of fixed properties by kinds, of revenues and expenses and 
other income account items, and of charges and credits to 
surplus. In a classification of accounts for a particular 
industry an attempt is made to establish such a degree of 
uniformity as is consistent with the facts. 

22. Q. What do you mean by the expression ‘ ‘ to establish 
such a degree of uniformity as is consistent with the facts ’ ’ ? 

A. Accounts can be uniform only to the extent that 

2313 the facts are the same, and that there is uniformity 
in the determination of those amounts in which judg¬ 
ment is a factor, such as for example, in the measurement of 
depreciation charges and the apportionment of costs be¬ 
tween operation and construction. 

23. Q. Is it possible to attain complete uniformity as be¬ 
tween utilities in the accounts of electric utilities under the 
Federal Power Commission’s system of accounts? 

A. No, sir. As previously pointed out, there will be dif¬ 
ferences in the same accounts due to such conditions as the 
determination of periodic charges for depreciation and the 
apportionment of general expenses and similar items. More¬ 
over, while the term “original cost” has a defined meaning, 
the amount of such cost will vary with circumstances even 
as to the same kind, quality, and quantity of property. For 
example, two generating plants are constructed in the same 
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area, at the same time by the same contractor at exactly the 
same cost.. Plant A was constructed for a manufacturing 
company for its own use. Plant B was constructed for an 
operating electric utility. Each of these stations or plants 
cost $1,000,000 and was put in use by the parties for whom 
they were constructed on the same day and continuously 
used thereafter. After the plants had been in use for otne 
year, they were both purchased by another operating utility, 
each for $1,100,000. Plant A upon this purchase was 

2314 for the first time devoted to public use. Inasmuch las 
the purchaser is the first to devote Plant A to public 

service, its original cost entered upon the books of the pur¬ 
chasing utility in Account 100.1 would be the purchase price 
of $1,100,000. The original cost of Plant B would be $1,000,- 
000, the cost to the company for whom it was constructed 
and by whom it was first devoted to the public service, apd 
the cost of $1,100,000 would be recorded upon the books pf 
the purchasing utility—$1,000,000 in Account 100.1 and 
$100,000 in Account 100.5. Here is an instance in which iden¬ 
tical plants constructed at the same time, under the same 
conditions, and for the same cost for which a purchasing 
utility paid the same amount, have a different original cost. 
There results uniformity only to the extent that “original 
cost” has a common meaning, this is, the cost to the person 
first devoting the property to public service. 

• ••*«•# 

2315 26. Q. How did the Arkansas Commission classify 
the $6,247,200.04 mentioned in the Stipulation, Ex¬ 
hibit 1, as excess of book cost over original cost, applicable 
to electric plant? 

A. The Commission classified the amount of $6,247,200.(^4 
in Account 100.5, as excess of system cost over original cofet 
of Respondent’s electric plant. 

27. Q. Assume that the Arkansas Commission found that 
all or a portion of the amount now recorded on Respondent fs 
books in Account 100.5 is an amount paid for intangibles; 
that such intangibles are actual assets of continuing value; 
that the Arkansas Commission included the cost of the in¬ 
tangibles, along with the original cost of Respondent’s elec- 
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trie property, in a rate base measured by prudent in- 

2316 vestment, and permits Respondent to earn a reason¬ 
able return on such rate base; and assume further 

that the Arkansas Commission found that the intangibles 
should not be charged off or amortized; would an order by 
the Federal Power Commission to charge off or amortize 
these intangibles be consistent with accepted accounting 
principles and practices? 

A. Such an order by the Federal Power Commission 
would not be consistent with accepted accounting principles 
and practices. This would be a clear cut case in which the 
amount in Account 100.5 is recognized to have, and does have 
value. In fact, if the asset were amortized or written off, 
the assets and earnings of Respondent would be understated 
and the accounts would be inaccurate because inconsistent 
with the nature of the asset. 

Under sound accounting and sound accounting regula¬ 
tion, it is improper either to understate or to overstate prop¬ 
erty or earnings. The dangers accompanying understate¬ 
ment of assets may be as great as those resulting from over¬ 
statement. This is particularly true in the case of public 
utilities, and especially when a prudent investment rate base 
is used. If assets having earning value are omitted from 
the balance sheet, an investor could readily be misled into 
believing that the company had less property than it actu¬ 
ally had and he might be induced to sell his holdings at less 
than their real worth. 

Furthermore, if assets of continuing value are 

2317 charged against revenues, net income, or surplus, the 
true earnings for the period, the undistributed 

profits to date, and the book equity of stockholders would 
all be understated. An investor relying upon such an in¬ 
accurate reporting of earnings might so act as to suffer a 
needless loss. If the investor is informed by footnote or 
otherwise, that the asset is being written off or amortized 
even though it still has real value—earning value—and con¬ 
tinuing value, he might readily be confused, because the ac¬ 
counting action would be at variance with the facts. 

Moreover, when assets are understated, a secret reserve 
is created, that is, a reserve which is not reported as such 
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and which may not be apparent to investors who are En¬ 
titled to know what reserves, if any, exist. In the case! of 
amortization of an asset of continuing value and indetermi¬ 
nate duration, investors may form the erroneous impression 
that the asset has been lost, has ceased to have value, or 
that its value is diminishing. The facts in the instant case 
would be otherwise, but the accounts would not express the 
facts. 

The primary purpose of accounting is to express the 
stewardship of management for the funds of the business. 
When funds have been invested in assets of continuing valjie, 
these assets should be reported in the accounts and in state¬ 
ments prepared therefrom. Hence the assets should not|be 
written off or amortized, except as qualified later. 
2318 However, if for some proper reason, it is decided to 
amortize such an asset, the charges for the amor¬ 
tization should be as an operating expense as in the case 
of depreciation. 

There is another aspect to this case. If an investment 
is made in fixed assets, like electric plant, and that as4et 
gradually expires or is properly subject to depreciation or 
amortization, the cost of the asset should be allocated o^er 
its life by charges against revenues as a cost of doing busi¬ 
ness. Profits cannot be measured until these costs are ab¬ 
sorbed, any more than they can be measured until after la¬ 
bor and material costs are absorbed. 

28. Q. Assume that the Arkansas Commission found tlijat 
a portion of the amount now recorded in Respondent’s 
books in Account 100.5 represents an amount paid for 
increase in structural value of existing facilities, over tjio 
original cost of such properties, has ordered that the amount 
be amortized in the same ratio and at the same time as tlie 
physical property to which it is attached is depreciated jsr 
retired, and includes the balance of the amount in Respond¬ 
ent’s rate base measured by prudent investment, and per¬ 
mits Respondent to earn a reasonable return thereon; As¬ 
sume further, that the Federal Power Commission orders 
the amortization or charge off of this amount in Account 
100.5 by charges to net income or surplus; would suph 
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an order by the Federal Power Commission be con- 

2319 sistent with accepted accounting principles and prac¬ 
tices? 

A. It would not be. The total cost of depreciable plant, 
after allowance for net salvage, should be spread over the 
useful life of the property by charges to operations. To the 
extent that any amount in Account 100.5 is a part of the 
total investment in depreciable property, it should be treated 
in the same manner as the original cost portion of the in¬ 
vestment in the same property. Through the process of de¬ 
preciation accounting there should be allocated over the esti¬ 
mated useful life of depreciable plant, in a systematic and 
rational manner, the total investment in the property less 
estimated net salvage, if any. The account, or accounts, in 
which the total investment is carried, is immaterial to this 
end—it is the total investment which must be provided for 
by depreciation charges. The original cost features in the 
more recently adopted system of accounts do not, and were 
not intended to violate this principle. 

29. Q. Assume that a state regulatory commission has ex¬ 
clusive jurisdiction over the property rates and earnings of 
a public utility, has found that an amount paid for intangi¬ 
bles and included in Account 100.5 is an asset of continuing 
value, has included the intangibles in a rate base measured 
by prudent investment, and permits the utility to earn a 
reasonable return thereon; assume further, that the state 
Commission has no jurisdiction over the corporate 

2320 accounts and accounting of the utility and that such 
accounting jurisdiction is vested exclusively in a 

Federal regulatory commission; would an order by the Fed¬ 
eral commission directing the amortization or write-off of 
the intangibles in Account 100.5 be consistent with accepted 
accounting principles ? 

A. The order of the Federal commission would not be 
consistent with accepted accounting principles. While, in 
your hypothesis, the Federal commission has exclusive ju¬ 
risdiction over the accounts of the utility, it has no control 
over the rates and earnings of the utility, and, therefore, 
no control over the value of the asset. As long as the asset 


1047 


has continuing earning value, it should remain in the Re¬ 
counts and not be written off or amortized. To be in con¬ 
formity with accounting principles, the accounting treat¬ 
ment of the intangibles, as of intangible assets, must be con¬ 
sistent with the nature of the asset. Viewed in another way, 
accounting must be guided by the actualities of a business 
and cannot change the facts. 

30. Q. Assume that a public utility is organized under tl(ie 
laws of the State of Arkansas; that more than 98% of its 
property and facilities are used in supplying electricity to 
consumers in Arkansas; that more than 90% of its gross 
electric revenue arises from sales to consumers in Arkan¬ 
sas; that the State regulatory commission has established a 
rate base for the utility measured by prudent invest- 
2321 ment; that the State Commission has permitted ttye 
utility to earn a reasonable return on such base; thRt 
the rate base established by the State authority consists Rf 
the original cost of such facilities and property plus the 
arms-length cost thereof in excess of original cost, the let¬ 
ter amount being recorded in Account 100.5 under the classi¬ 
fication made by the State Commission: assume further, that 
the State Commission found that the amount recorded in 
Account 100.5 represented value as of the date it was ex¬ 
pended, and is an asset of continuing value; assume further, 
that the Federal Power Commission has exclusive jurisdic¬ 
tion over the corporate accounts and accounting of the util¬ 
ity; that the Federal Power Commission has jurisdiction 
over the rates of the utility from which there now arises 
less than 10% of its gross revenue, and that the Federal 
Power Commission has no jurisdiction over the financing 
or issuance of securities by the utility; would an order by the 
Federal Power Commission to charge off or amortize the 
arms-length cost of properties in excess of their original 
cost, recorded in Account 100.5, be consistent with accepted 
accounting principles and practices? 

A. The answer to your question depends upon the nature 
of the amount or amounts recorded in Account 100.5. As 
previously explained, if it is an intangible of continuing 
value, it should not be amortized. If it is a portion of thje 
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cost of depreciable facilities, it should be depreciated 

2322 or amortized along with the original cost portion of 

the same investment 

31. Q. If a state regulatory agency having control over 
the preponderant portion of a utility’s revenues, say 90 
per cent, has found a prudent investment rate base which 
includes an investment in intangible assets of continuing 
value, and if that agency has ruled against amortization of 
the intangibles, all of which were paid for in connection 
with property acquisitions under its jurisdiction, would ac¬ 
counting principles or sound accounting support any other 
regulatory authority in a view that the intangible assets 
should be amortized? 

A. No. Realistically considered, such an approach would 
be in conflict with facts. The enforcement of a program 
of amortization would compel the company to keep errone¬ 
ous records in that the books would conceal, misrepresent 
and misstate the established fact that the asset in question 
has a recognized earning value and that the asset is of con¬ 
tinuing nature. Amortization would not be sound account¬ 
ing, for under good accounting the books should report, 
and not fail to report, an undiminished investment in such 
an asset, whether tangible or intangible. Otherwise finan¬ 
cial statements based on such records would be erroneous 
and misleading to investors and others who rely on the 
statements. 

32. Q. What, in your opinion, would be the effects 

2323 of such a conflict in regulatory views ? 

A. I have mentioned one effect, namely, that if the 
intangibles are amortized, the resulting accounting records 
would be inaccurate because amortization would be contrary 
to the facts, that is, it would be inconsistent with the nature 
of the asset being amortized. Yet, since the quality of the 
asset is determined by the decision of the state commission, 
this quality cannot be altered by an order of any other reg¬ 
ulatory agency in an accounting matter, because the other 
regulatory agency cannot change the power and order of 
the local authority. Neither could the other agency deny 
the asset an earning value, unless the property and earnings 
thereon were subject to its rate control, instead of control 
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by the state; but I understand that such other regulatory 
control does not exist, except possibly as to a very small 
portion of the utility’s revenues. 

However, such conflict as you mention would lead i to 
confusion and possibly to losses to investors. When one 
commission says that an asset for which payment was made 
had value when it was acquired, that the asset has value to¬ 
day, that the value is continuing, and that the asset should 
not be amortized, but another commission says that the 
asset should be written off or amortized, investors—present 
and prospective—would be confronted by the need of inde¬ 
pendent determination of which finding has legal 

2324 validity and what the consequences will he. Investors 
are not ordinarily, if ever, in a position to make t^is 

determination. Hence they would be uncertain and con¬ 
fused, and might readily be misled. This is an unfortunate 
position for investors to occupy, because such uncertainty 
will usually depress an individual’s appraisal of value, j A 
speculative condition would be introduced and, as a rule, it 
is a speculative condition which would tend to lower market 
appraisal. Some investors might become discouraged and 
sell out. Later it might be found that the state commission 
which recognized the value of the intangibles and ruled 
against amortization had the authority to make its opinion 
and order hold. The market would rise in response to this 
favorable outcome and there would be a loss to those in¬ 
vestors who sold at less than a price based upon the stgte 
commission’s findings. When such a conflict between regu¬ 
latory authorities arises, the investor is either compelled to 
withdraw or to gamble on the consequences. Hence, thfere 
is created a situation in which the regulation injects specu¬ 
lation. This is not constructive or desirable regulation. 

33. Q. If a state regulatory commission has jurisdiction 
of more than 90% of Respondent’s revenues and 98% of jits 
property, has determined that an amount found in its plant 
account had been prudently invested in plant subject to the 
state commission’s jurisdiction, has assigned such 

2325 amount to Account 100.5, and made full allowahce 
therefor in Respondent’s rate base measured by the 

amount found to have been prudently invested in electric 
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facilities and property and permitted Respondent to earn 
a reasonable return thereon, will sound accounting princi¬ 
ples require that such amount be charged to capital or 
earned surplus, or amortized out of earnings, because an¬ 
other regulatory authority, having jurisdiction for rate¬ 
making purposes over less than 10 per cent of Respondent’s 
revenues and exclusive jurisdiction of less than 2 per cent 
of its property, orders the amount so assigned to Account 
100.5 to be charged to Account 107 or to be amortized out 
of net income, or below the line of fair return ? 

A. I should like to say, first, that this is a difficult situation 
to understand, for you say that a state commission having 
jurisdiction over more than 90 per cent of Respondent’s 
revenue and 98 per cent of its property has found that an 
amount represents actual cost and has included it in the rate 
base, and another commission having jurisdiction over less 
than 10 per cent of Respondent’s revenue, and exclusive 
jurisdiction over less than 2 per cent of its property, finds, 
as I understand your question that the same amount is not 
a cost. You add that the item involved applies to property 
under the jurisdiction of the state commission. 

As a matter of fact an expenditure does or does not rep¬ 
resent cost. A difference of this kind must be due to 
2326 a difference in interpretation of transactions, cir¬ 
cumstances, or events. However, if such a difference 
does exist, as your question assumes, I would say that the 
proper accounting disposition of the item would be deter¬ 
mined by the findings of the local commission having juris¬ 
diction over the preponderant portion of the company’s 
business. Since that commission has found that the amount 
represents an actual investment in property subject to its 
jurisdiction and the amount is included in the rate base and 
the utility is permitted to earn a return thereon, there is 
established an earning value for the item and it could not 
be said to be worthless. Hence, since the item is not worth¬ 
less, but on the contrary, has a recognized and established 
value, it should not be charged off to surplus or amortized 
out of earnings, irrespective of the account in which it may 
be included according to the concepts of the commission 
under whose rate jurisdiction the property does not fall. 
That is, the important point is whether or not the item has 
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earning value. If it has, there is no need, accounting or 
economic, to write it off, except to the extent that it repre¬ 
sents depreciable plant or other plant with a fixed limited 
life. 

It would be unfortunate if such an item were included! in 
Account 107, but if it so included, this would not detract 
from its real value and the item should be retained as Ian 
asset, regardless of the account label. 

2327 34. Q. Under the same conditions, would such a 
write-off or amortization be in keeping with sound 

accounting! 

A. It would not. In such a situation, the commission 
having very limited jurisdiction over rates and earnings 
would have no basis for finding that this particular amount 
which it has classified as Account 107 has lost or is losing 
its earning value. Therefore, I can see no econoijric 
justification for a required write-off or amortization; and 
since there is no justification for the procedure, it woiild 
not be in keeping with sound accounting. In brief, the 
economic facts would not support the accounting procedure 
described in the question. 

35. Q. If the Arkansas Commission has jurisdiction over 
and must, in some manner, include in a rate base used| to 
determine the cost of Respondent’s service to local electjric 
consumers in the State of Arkansas, more than 98 percent 
of Respondent’s electric property; and has measured shid 
rate base by the amount found to have been prudently 
invested in said property, which amount included the actual 
arm’s-length cost thereof to the Respondent in excess! of 
original cost as defined in both the Arkansas Commissioja’s 
and Federal Commission’s system of accounts and assigned 
to Account 100.5; and has rate jurisdiction over more than 
90 percent of Respondent’s business and revenues; and to¬ 
gether with the Securities and Exchange Comihis- 

2328 sion, to the exclusion of any other Federal regulatory 
authority, has jurisdiction over the Respondent’s 

financing; and if there is no difference between the original 
cost of Respondent’s electric property as fixed by the Fed¬ 
eral Power Commission and the State Commission, what, 
in your opinion, is the usefulness of accounts of Respohd- 
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ent in connection with rate and other matters if said ac¬ 
counts are kept in conformity with the order of the Ar¬ 
kansas Commission, dated June 24, 1944? 

A. I am of the opinion that the plant accounts would be 
most useful, if kept in conformity with the Arkansas Com¬ 
mission’s order and that plant records which are not so 
kept and published statements which are not so based would 
lead to confusion and uncertainty. The Arkansas Commis¬ 
sion adopted a prudent investment Account 100.5 if any 
other commission, having a different rate-base philosophy 
has a degree of jurisdiction over rates and earnings and 
desires the records to report information essential for its 
purposes, the accounts as ordered by the Arkansas Commis¬ 
sion will report the required information in clear and 
convenient form. This is because the records will show both 
(1) the original cost of plant and (2) the actual cost of 
plant to the owing company. Hence, if an original cost 
rate base is used by another commission, that cost will be 
clearly stated and will be readily available. All that such 
commission need do is to omit Account 100.5. If a fair 
value rate base is used, there will be readily available the 
amounts of two important elements in the determination of 
value, namely, original cost and actual investment 
2329 cost. On the other hand, if any item having value, 
such as may be included in Account 100.5, is not re¬ 
tained and reported in the accounts, the accounts would have 
to be reconstructed in order to measure prudent investment 
and to measure actual cost as an element in a determination 
of rate-base value. 

Furthermore, I am of the opinion that the records which 
have most economic significance and importance to investors 
are those kept in line with the regulatory ideas of the public 
authority having control over rates, and thereby, earnings. 
This is not to say that the records should be restated from 
time to time to report reproduction cost, if sue 1 ' cost is an 
element of value. But if the accounts fail to report what 
they can readily and properly record, expeditious regulation 
will be hindered rather than helped. 
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36. Q. As applied to public utilities in particular, does 
sound accounting require the amortization of intangible 
assets having an indefinite or indeterminate life? 

A; No, sir. In the case of public utilities there is more 
reason for retention in the accounts of all asset values than 
in the case of manufacturing enterprises. This conclusion 
is predicated on the fact that the carrying values of the 
fixed properties of a manufacturing company has less direct 
effect on the price structure than in the case of utilities, 
other than in the relationship between the cost of 

2330 plant and depreciation charges. Under any reason¬ 
able basis of price fixing for public utilities, the in¬ 
vestment in fixed assets will be a factor in the determination 
of rates and allowable earnings. The books and accounts iof 
a utility should report the investment in order that the in¬ 
vestment factor can readily be ascertained, and in order:to 
expedite the regulatory process. 

37. Q. If regulatory authority adopts a prudent-investment 
rate base in which such investment is measured by the 
capital committed to the enterprise, does the retention 
in the accounts of investments in assets, tangible or In¬ 
tangible, have more or less significance than under ahy 
other rate-base concept? 

A. The retention in the accounts of the total investment 
in assets has more significance under the prudent-investment 
rate than any other, because the amount of assets is but 
another expression of the capital invested in the enterprise, 
and, in fact, is essential for an accurate reporting of such 
investment. But the reporting of investment in property 
is important under any rate-base concept. 

38. Q. From your experience in regulatory matters, would 
the adoption of a rate base predicated on any other concept 
than prudent investment be handicapped by the retention in 
the accounts of an asset of continuing value? 

A. No, sir. In fact, as I have said before, tjie 

2331 retention in the accounts of the investment in prop¬ 
erty will expedite a rate-base determination under 

any philosophy. There is an exception to this view, jlf 
original cost, as defined in the system of accounts, is the 
rate base and rates and earnings are restricted to a falir 
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return on this cost, any amount in excess of original 
cost would have no earning, and hence, no real value, 
except the speculative possibility that on an average earn¬ 
ings might exceed the allowed return on the recognized 
rate base. In this event, that is, under an original cost 
rate base, the excess of actual cost over original cost would 
have no economic significance, except—and the exception 
is important—that there would be loss. This, of course, 
has great significance to the owners of the property. How¬ 
ever, this theory of original cost is the same as saying 
that the earnings of a regulated enterprise should be based 
on the cost of property to a prior owner rather than 
on the cost to the owner who now devotes the property to 
public service, when such difference exists. 

******* 

2332 42. Q. From the standpoint of Respondent’s rate 

base and the amount on which it is permitted to earn a 
return, is it then a fact that the amount which the Commis¬ 
sion has classified in Account 100.5 is as much an asset 
as any other item of property, such as land, buildings, and 
equipment? 

A. Such is the fact. 


44. Q. What do you mean by the expression “below 
2333 the line of fair return”? 

A. An expression having common usage in con¬ 
nection with public regulation of public utility rates is the 
“line of fair return”. This is the line of demarcation be¬ 
tween amounts deductible from operating revenues, such as 
operating costs, maintenance, depreciation, amortization, 
and taxes, before the amount of allowed fair return on the 
utility’s property is measured, and the amounts to be paid 
out of the allowed return, such as interest and dividends, 
together with earnings on capital stock realized but not 
distributed as dividends. If a charge is made below the 
line of fair return for the amortization of acquisition ad¬ 
justments, the amount thereof comes out of the stockholders’ 
share of fair return and is thereby borne directly by the 
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shareholders, unless the amount of allowed return is in¬ 
creased sufficiently for the specific purpose of absorbing 
the amortization charges. 

45. Q. What is the difference, if any, between a charge 
off to surplus of amounts in Account 107, Electric Plant 
Adjustments, and amortization out of net income or, below 
the line of fair return, of Account 100.5 or 108.15 for plant 
acquisition adjustments? 

A. Basically and fundamentally there is no difference, 
except for those amounts in Account 107 to be transferred 
to other asset or balance sheet debit accounts, those amounts 
to be charged to the depreciation reserve, and errors 

2334 which would properly be charged to earned surphis. 

46. Q. Why do you say that there is no fundamental dif¬ 
ference in such disposition of the two accounts, except fbr 
certain items which you have noted? 

A. I give the answer because both items would be charged 
against the equity of the owners, the stockholders—Ac¬ 
count 107 to be charged against said equity immediately 
and Account 100.5 or Account 108.15 to be charged against 
said equity gradually over a period of years. Hence, the 
effect on stockholders’ equity is ultimately the same, becaujse 
it is reduced as much dollar for dollar by such disposition 
of Account 100.5 or 108.15 as it is for Account 107. The 
only difference between the two treatments is in point pf 
time. 

An illustration will show that the proposed treatment pf 
the two items is basically the same and that the effects afe 
the same. Let it be assumed that the book equity of com¬ 
mon stockholders today is $10,000,000, that $1,500,000 has 
been classified in Account 107, none of which is trans¬ 
ferable to other asset accounts or chargeable to the reserve, 
but is properly chargeable to surplus, and that $1,500,000 
has been classified as Account 100.5. Let it be assumed 
further that Account 100.5 is to be amortized over fifteen 
years and that during the same fifteen years the undistrib¬ 
uted earnings, that is, the earnings after dividends, bjit 
before a charge off of Account 107 or amortization 

2335 of Account 100.5, aggregate $3,000,000 and that there 
are no surplus adjustments. In the absence of: a 
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write-off of Account 107 and of amortization of Account 
100.5, the common stock equity at the end of fifteen years 
would be $13,000,000. If, however, the $1,500,000 in Ac¬ 
count 107 is charged off immediately and the $1,500,000 in 
Account 100.5 is charged off over fifteen years, the common 
stock equity will be only $10,000,000 at the end of the period 
instead of $13,000,000, or $3,000,000 less. Of this $3,000,000 
reduction, $1,500,000 will be attributable to Account 107, 
and the same amount, $1,500,000, will be attributable to 
Account 100.5. Thus, the stock equity is diminished as much 
by the one item as it is by the other, and Account 100.5 has 
been treated the same as though it were Account 107. 

47. Q. What must be the conclusions to warrant, if at 
all, the same effects from amortization of Account 100.5 
as the immediate charge off of Account 107? 

A. The only conclusions to warrant such results in 
connection with Account 100.5 are (1) that the item does 
not represent a cost, or (2) that even though a cost was 
incurred, the item has no present value. Since Account 
100.5 is an amount for which a cost was incurred and is an 
actual investment, the only conclusion that could possibly 
support the described procedure in amortizing Ac- 
2336 count 100.5 against net income or surplus is that 
the item has no present value; but if this is so, the 
item should be written off immediately, just as any other 
loss, such as a bad account or note receivable, should be 
charged off at once. 

48. Q. Are there any conditions with respect to Account 
100.5 that would call for its amortization? 

A. There are, but not as charges against net income 
or surplus, that is, against stockholders’ equity. 

If the amount is an excess of the price paid for depre¬ 
ciable plant over the original cost thereof, provision should 
be made for amortization of 100.5 in the same manner as 
provision is made for depreciation of the original cost 
portion of the same investment. 

If Account 100.5 does not represent a depreciable invest¬ 
ment, amortization would be justified only on the ground 
that the asset will expire over a period of years, and that 
at the end of that period the asset will no longer exist. 
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But in this event, the asset had value when paid for and 
it will continue to have value until fully exhausted. Under 
these conditions, amortization charges should be made 
against operating revenues, the same as for depreciation, 
and not out of stockholders’ equity. This conclusion is 
reached because the item represents a necessary and prudent 
investment in the business, and the total investment J to 
the extent depreciable or amortizable should he recovered 
out of operations in order to maintain the integrity 
2337 of the investment and to charge operations with the 
full cost of doing business. There would be no more 
justification for charging the amortization against net 
income, or against stockholders’ equity, than there wojuld 
be for charging depreciation in the same manner, and there 
is no merit to the latter procedure. The system of ac¬ 
counts expressly provides the correct method, which; is 
to charge depreciation and amortization of expirable in¬ 
vestments against operating revenues. 

• •••••• 

I 

2342 53. Q. In your opinion, are operating properties 
bought and sold on the basis of their original cost 
as defined in the system of accounts? 

A. I do not believe so. Properties, even utilities, are 
bought and sold on the basis of prospective earnings and 
not at amounts which may have been expended on them 
years before a transfer of ownership takes place, thatj is, 
not on the basis of original cost as defined in the systems 
of account. 

| 

54. Q. Is it possible for a corporation to have two different 
sets of official corporate accounting records or two different 
sets of official corporate accounts? 

A. In my opinion, a corporation, being a single 4 n d 
distinct entity, can have only one set of accounts as its 
authentic and official records, although it might have any 
number of memorandum records for other purposes, such 
as some companies keep in connection with their Federal 
income tax returns. However, these memorandum records 
are not the books of account but are merely records to show, 
for example, the amounts of depreciable plant for income 




1058 


tax purposes and the amount of depreciation reserve based 
on tax depreciation, as distinguished from book accruals. 

My conclusion is supported by the following considera¬ 
tions : 

Perhaps the most convincing reason why a cor- 

2343 poration can have only set set of official accounts 
is because a corporation is a single entity. 

A corporation, like any other business enterprise, must 
report certain definite amounts of assets, liabilities and 
proprietorship equity; certain revenues, expenses, fixed 
charges and net income; and certain profit and loss or sur¬ 
plus. The books of account, being those for a single entity, 
must report these amounts and no other for particular 
items. A business cannot have one official set of accounts 
that show, for instance, a certain proprietorship equity and 
another set showing a different equity at the same time. 
The actual equity and, therefore, the actual books of ac¬ 
count must be the one or the other, but not both. 

Of course, the arrangement of financial statements may 
vary, but this is no indication that there may be more than 
one official set of books. 

To develop the thought further, a company can have 
only one amount of surplus, however it might be sub¬ 
classified; but it cannot have one surplus for one purpose 
and a different surplus for another purpose. 

Public accountants express their opinions on balance 
sheets and income and surplus statements on the basis of 
one set of books and not on many sets. They sometimes 
qualify their opinions on financial statements, but such 
qualifications are not the equivalent of setting up 

2344 more than one set of accounts. 

I know that corporations sometimes prepare 
various views of earnings and different balance sheet views 
for analysis purposes, but these do not purport to be 
the actual conditions and results. They are merely pro 
forma statements to show what would exist if certain things 
were different. Such statements or analyses do not alter 
actualities. 

I have heard the statement made that this or that com¬ 
pany keeps two sets of books. When properly understood, 
this cannot be true. The fact is that only one set is kept. 
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Moreover, odium attaches to a statement that a company 
keeps more than one set of accounting records. Quite 
often when fraud has occurred, efforts have been made to 
conceal it by the keeping of two sets of records, and the 
keeping of more than one set of accounts is generally as¬ 
sociated with fraudulent schemes. 


• •••••• 

2346 55. Q. Suppose that a Federal commission says thht 
a certain item does not represent an asset and the 
Arkansas Commission says that it does, or suppose th^t 
the Federal Commission says that the amount in Account 
100.5 should be amortized out of net income and the State 
authority says that it should not be amortized. Could a cor¬ 
poration have two different official sets of books to reflect tljie 
difference in views of the two commissions? 

A. It could not. One position or the other must ie 
recorded in the corporation’s official accounts; both cannot 
be. Of course, the corporation, if required to do so, could 
have different memoranda expressing the orders of the two 
commissions. But we would still be left with the question 
of which is a part of the corporation’s official books of ac¬ 
count. 

In a previous question you pointed out a similar possible 
difference in the positions of two commissions, and I said 
that such difference must be due to divergent interpretations 
of transactions or events. I mentioned for instance that an 
expenditure on plant is or is not a cost. It cannot be both 
a cost and not a cost. 


2396 Cross-examination. 

By Mr. Wahrenbrock: 

Q. Mr. Bickley, how long were you a professor i^t 

2397 Lehigh? 

A. Eight years. 

Q. Professor? 
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A. Associate Professor in charge of the department in 
which I was engaged, namely Accounting and Finance. 

Q. Let’s see. You were instructor for how long, how 
many of those eight years? 

A. Instructor for three years, Assistant Professor one 
year, and Associate Professor the remainder of the eight 
years. 

Q. That is four years as an Associate Professor. You 
were not a full professor? 

A. No, although I was in charge of the work in Account¬ 
ing and Finance. 

Q. For the full time you were there ? 

A. Yes, for the full time. When I went to Lehigh as an 
instructor, I was the only man teaching Accounting. 

Q. Have you ever been on any other university faculty? 

A. No. 

Q. You referred to graduate work at Columbia University 
in New York City. Did that work lead to a doctor’s degree? 

A. No, it led to no degree. 

Q. To no degree. You were an accountant with the 
Pennsylvania Public Utilities Commission for about fifteen 
months, were you? 

2398 A. Yes, it was from July of 1924 until November 
of 1925, I believe. 

Q. How many accountants were there on the Pennsylvania 
Public Utility Commission’s staff at that time? 

A. I don’t recall. 

Q. Two or three? 

A. No, more—well, yes there were more than two or 
three. Just how many, I don’t recall. 

Q. Under whom did you work directly? 

A. Mr. B. Frank Morgan [so in original, correct name is 
Morgal]. 

Q. What was his position? 

A. Chief of the department, or chief of the Bureau of 
Accounts and Statistics, if I recall correctly. 

Q. Do you remember how many men he had under him? 

A. Well, that would constitute the Accounting Depart¬ 
ment primarily, and I do not recall how many were under 
him. I would say that there were more than ten. 
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Q. Did you testify in any contested cases while you were 
there ? 

A. No, sir. 

Q. Now, after leaving the Pennsylvania Public Utility 
Commission, I believe you said that you were with the 
Maryland Public Service Commission. You were there for 
approximately fourteen months? 

A. That is correct. 

2399 Q. What was the principal task you undertook 
while you were there, or what were the principal 

tasks you did, what engaged your personal attention? 

A. I had the title of Chief Auditor, and as such handled 
the accounting matters coming before the Commission, and 
handled the accounting phases of rate investigations. 

During that period, the principal rate investigation was 
of the Consolidated Gas, Electric Light and Power Coni- 
pany of Baltimore, and if I recall correctly, the company 
known as Cumberland Gas Company. 

Q. Were those two matters under way when you toiok 
over? 

A. Yes, sir. The Consolidated Gas and Electric rate 
inquiry had started before I went with the Commissionj 
Q. And the Cumberland? 

A. That was commenced after I was with the Commission. 
Q. Were either of them completed while you were thebe? 
A. I believe both were. I know the Consolidated case was, 
and I am not so sure about the Cumberland Gas case. 

Q. When you say completed, you mean that- 

A. Hearings were held, and opinions and orders issued. 

Q. Was an appeal taken? 

A. No, sir, I don’t think an appeal was taken in 

2400 either case. 

Q. Did you testify in any contested cases wh|le 
you were there? 

A. Yes, in the Consolidated case. I do not recall havihg 
testified in the Cumberland Gas case. 

Q. What was the subject of your testimony in that cash? 
A. In the Consolidated Gas case, I testified on the question 
of allowable return. 

Q. The rate of return? 

A. Yes. . 1 
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Q. Was your testimony confined to rate of return evi¬ 
dence? 

A. I believe it was confined pretty largely to rate of 
return. I may have made some review of revenue and ex¬ 
pense forecasts. This was some twenty-two years ago, hut 
the principal subject which I reviewed was rate of return. 

Q. What was the name of the firm that you went with 
after you left the Public Service Commission? 

A. Alonzo Lee Miles and Co. 

Q. Who were the senior members of that firm? 

A. Mr. Miles was the senior member. 

Q. Were you a partner? 

A. I had an interest in the earnings of the firm. 

Q. Your compensation was on a percentage basis? 

A. Well, it was a fixed amount, subject to increase 

2401 dependent upon the earnings of the firm. 

Q. When you said that you assisted in the audits, 
whom did you assist? 

A. Mr. Miles, and I am speaking of audits in the sense 
of commercial audits. 

Q. Did you make any yourself ? 

A. Not in the sense of a commercial audit, no, sir. My 
major job with Mr. Miles was a study of costs under a 
cost-plus contract between an electric utility and a street 
railway company. I was in charge of that. 

Q. Did you testify in any contested cases while you were 
with that firm? 

A. No, sir. 

Q. Why did you leave the Public Service Commission of 
Maryland for that position? 

A. Because I believed it had better opportunities. 

Q. At the Federal Trade Commission, did you work un¬ 
der Chief Economist Francis Walker? 

A. Yes, I was employed to assist the Chief Economist 
in planning, organizing and directing an investigation of 
the electric and gas utility industries under the so-called 
Walsh Resolution. 

Q. When you say assist him, did you work directly under 
him, immediately under him? 

A. I am not sure if I could answer that question, 

2402 because there was an assistant chief economist who 
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was assigned to the investigation. I carried some niat- 
ters directly to Doctor Walker, and other matters to 
his assistant chief economist, but my employment wa^ to 
assist the chief economist. 

Q. Did you have a staff working under you? 

A. Yes. 

Q. How many? 

A. I don’t recall. It was a rather large organization. 

Q. Were they working exclusively under your direction 
and supervision? 

A. Yes, in so far as I was engaged to assist the chief 
economist in directing, as well as planning and organiz¬ 
ing the investigation. 

Not all examiners were directly under my supervision, hut 
I was engaged in more or less an advisory capacity on prac¬ 
tically all jobs that were under way. 

It is rather difficult to define the lines of authority in that 
investigation, but in a measure I supervised in some degree 
most of the work, the investigational work that wasj in 
progress during the period I was there, and was consulted 
on many matters. 

Q. Was your approval or consent mandatory in connec¬ 
tion with the accounting, financial and general economic As¬ 
pects of the investigation? | 

A. No. 

2403 Q. Who had final responsibility on such matters? 

A. Administratively, final responsibility rested 
with the Chief Economist, and above him, of course, the 
Federal Trade Commission itself. 

As to conclusions reached in reports, the responsibility 
rested with the individual preparing the report, because 
testimony was given, I believe, on most of the reports that 
were prepared, and final responsibility as to those repofts 
was with the individual who testified on them. 

Q. Did you have any responsibility with respect to any 
of those final reports? 

A. I had the responsibility of reading most of them.! I 
can’t say all, although I don’t think there were many tliat 
I did not review. 

Q. It was up to the man who made the report to decide 
the attention he would give to your advice? 
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A. That is correct. I could make suggestions and recom¬ 
mendations, but whether or not those recommendations 
were accepted was entirely within the discretion of the man 
who testified on the subject. 

Q. You left the Federal Trade Commission before the 
investigation was complete ? 

A. Yes, sir, I did. 

Q. You are aware and have some knowledge about the 
report that was made of that investigation and pub- 

2404 lished as a Congressional document? 

A. I know that final reports were prepared. I 
probably reviewed some of them. I doubt, however, if I 
considered any of them in very great detail, because by that 
time I had left the Commission. 

Q. The report of that investigation which fills some 90 
or more volumes published as a Congressional record is the 
report that I was referring to. You are familiar with that? 

A. I am sorry. I did not understand your question that 
way. I believe the Commission, or the Economic Division of 
the Commission prepared one or more summary reports on 
the investigation, and it is to those summary reports that 
I now make reference. 

I probably examined those reports, but I don’t recall 
having studied them very carefully. 

As to all the other reports, I examined some, but not all. 

Q. That printed document in some 92 volumes doesn’t 
contain anything which represents your work, or work for 
which you had the final responsibility? 

A. Included in those volumes or reviews are certain phases 
of a few companies, and I did have responsibility on 
those matters because I presented testimony on them, 
though I had nothing to do with the preparation of these 
final reports reviewing the entire investigation. 

2405 Q. And what were the companies in connection with 
which you presented testimony? 

A. I am not sure that I can recall completely, but I 
testified, I believe, on one type of transaction of American 
Gas and Electric Company. I testified on Ohio Power 
Company, Scranton Electric Company, and I am not sure 
about Appalachian Electric Power Company. 
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I believe you can find that set forth rather clearly in tjie 
index to those reports, which I believe is Volume 83-D 
of the reports, or 83 with some- 

Q. Then in so far as your testimony is set forth in that 
report, you did have final responsibility for what you there 
testified to, and that represents the work which you there 
did which is reported in that large number of volumes as 
the results of that investigation? 

A. Those matters as to which I testified were matters fbr 
which I had final responsibility. 

Q. And there is nothing else in the report which repre¬ 
sents work that you did have final responsibility for? 

A. Well, to answer that categorically, I probably should 
review this general index, because I may have omitted 
something. 

Q. Well, then, may we take it that that is true subject 
to such check as you may care, at your convenience, to mak? ? 

A. Well, I am willing to let the answer stand £t 
2406 that, because if I have omitted something, I don|’t 
think it is very much. 


2410 Q. Did you participate in writing the preliminaijy 

2411 or the final report of that investigation ? 

A. I did not. 

Q. Were you consulted in connection with the writing of 
that final report? 

A. No, sir. I had already left the Commission before 
the final report was written, and had left, I believe, before 
the tentative report or preliminary report had been pre¬ 
pared by one of the Commissioners. 

Q. I didn’t hear the last part of the answer. 

A. Had been prepared by one of the Commissioners. One 
of the Commissioners prepared what was called either 'a 
tentative report or a preliminary report on the investiga¬ 
tion. 

Q. Did he consult with you in the prepartion of that? 

A. No, sir. 
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2412 Q. You spoke of accounting committee work. 
Have you been a member of any National Associa¬ 
tion of Railroad and Utilities Commissioners’ committees 
since November 1935? 

A. No, sir. 

2413 Q. Are you at present active in any national ac¬ 
counting society? 

A. I am a member of the American Institute of Accounts. 
I don’t take an active part in it. 

Q. You are not a member of anv committee? 

A. No. 

Q. Are you engaged in practice as a public accountant? 

A. No, I am engaged in practice as a public utility 
consultant, and in that capacity do advisory work on ac¬ 
counting matters. While I am certified in three states, I 
do not engage in the practice of public accounting. 

Q. Have you been engaged in public accounting at any 
time since you left the Federal Communications Commis¬ 
sion? 

A. Yes, I had a young man in my office who was trained 
in accounting and was assisting me in accounting work as 
well as the other work I had been doing. He thought it 
might be well if I went into public accounting. I sent out 
announcements, but have not done any public accounting 
work. 


Q. How does the work of a public accountant differ from 
the work you are doing as a public utility consultant? 

A. The principal work of public accountants is to 
2414 audit books of accounts, and to express an opinion 
on those audits. Of course public accounts do a great 
deal of tax work. 

My work in accounting has been advisory in nature. I 
have made special accounting studies, I suppose you could 
call them, but the basic difference between my practice and 
that of public accountants is that they devote most of their 
time to audits. They also make special examinations. I do 
not make audits. 

• •••••• 
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2419 Q. Are you an officer or director or stockholder 
in any utility, utility service company or utility holdihg 
company? 

A. I am a director and treasurer of Midland Utilities 
Company, and Midland Realization Company. Those com¬ 
panies came out of bankruptcy or receivership in about 
May or June of 1945, and I suppose by reason of the work 
I had done for the trustee, I was selected by one of the 
stockholder’s groups as a director of these two companies, 
Midland Realization having been the successor of Midlahd 
United Company, and upon being elected director, I w^s 
made treasurer of the two companies. 

* # * * • • # 

| 

The Witness: I have recently been elected president of 
the Louisville Railway Company. I am a stockholder in 
Houston Lighting and Power Company. 

Q. And that completes the answer to the question which 
you had reread? 

A. I think so. 

2420 Q. Will you describe the business of the Midlahd 
Utility Company? 

A. The Midland Utilities Company is a former utilities 
holding company which is in process of liquidation, ahd 
in fact is almost completely liquidated. The same is trhe 
of Midland Realization Company. 

When these companies came out of control of the courts 
it was with the understanding that they would he liquidated, 
so the job of the directors of those two companies was fo 
see that liquidation was effected. Liquidation has bein 
substantially effected, and now they are not much more 
than shells. They don’t have much in the way of assets. 

Q. Those are former Samuel Insull companies? 

A. Yes, sir, they were in the so-called Insull group. 
The job of these directors was to liquidate the two coih- 
panies. 

Q. What electric utilities or gas, natural gas companies 
under the Natural Gas Act, have you advised or assisted 
in connection with their original cost or reclassification 
studies under the Federal Power Act, the Natural Gas 
Act, or similar state requirements? 
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A. Northern States Power Company of Minnesota, North¬ 
ern States Power Company of Wisconsin, Oklahoma Gas 
and Electric Company, some small amount of work on 
Duquesne Lighting Company, Montana Power Company. 
Those are the only ones I can recall offhand, although I 
was engaged by a servicing corporation that re- 

2421 viewed the property reclassifications of a number of 
companies, and I was used in an advisory capacity 

by the servicing organization. 

Q. What was the servicing corporation? 

A. The servicing corporation for the Standard Gas and 
Electric Companies. It is a public utility engineering and 
service corporation which has recently been reorganized 
as a privately held servicing organization. 

Q. Commonly referred to as Byllesby? 

A. Public Utility Engineering and Service Corporation 
was successor, I believe, to Byllesby Engineering and 
Management Corporation. 

Q. Is the present name of that company Pioneer some¬ 
thing? 

A. I believe it is Pioneer Service Corporation, but I 
am not sure. It has the word Pioneer in it. 

Q. You are not presently employed by that? 

A. No, sir. 

Q. In working for this service corporation, what were 
the names of the utilities whose accounts were involved? 

A. You mean the names of the utilities receiving service 
from the service corporation? 

Q. In connection with whose problems you rendered 
advisory services? 

A. The Northern States companies, Oklahoma Gas 

2422 and Electric, and I did work, or the servicing organ¬ 
ization did work in connection with I believe all of 

the properties, and my consulting work for the servicing 
corporation was to assist that organization in reviewing 
the problems of the service companies. 

Q. So far as your immediate work goes, you didn’t 
work on the actual studies or the actual work of any other 
companies than you have named? 

A. They are the only ones that I can recall. 
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Q. Which of these, if any—or rather in which of these 
did you actually testify? 

A. Montana Power Company was the only one. I be¬ 
lieve I also did some work on a property reclassification 
of the St. Croix Falls Improvement Company. I think 
there were two of them, the Improvement Company of Wis¬ 
consin and the Improvement Company of Minnesota. 

Q. Was that before or after the Federal Power Commis¬ 
sion hearing in that matter? 

A. I believe it was before the Federal Power Commis¬ 
sion hearing, and then I sat through at least part of the 
hearings on the two St. Croix cases. 

Q. Whether you have mentioned it before or not, can 
you now state in what other proceedings you have testified 
about any accounting principles or practices involved!in 
any of your testimony in this proceeding? 

2423 A. The only proceedings in which I have testified 
on accounting matters in connection with property 
reclassification were those involving the Montana Power 
Company. My work is largely advisory for corporate 
officers and for public agencies. 

i 

• #••••• 

2429 Q. Mr. Bickley, I show you a photostat I have had 
made of the title page of the opinions and decisionjof 
the Public Service Commission of Wisconsin, Volume I, June 
11, 1931 to March 22, 1932, and of pages 257 to 269 of tfiat 
volume, which is the report of a matter that is entitled 
“2-U-66, in re the revision of Uniform Classification of 
Accounts for Class A Electric Utilities”, and ask yfiu 
whether by referring to the opinion of Lilienthal, Commis¬ 
sioner, which follow's beginning on page 258, and partic¬ 
ularly to the paragraph which I have marked near the top 
of page 259 you can refresh your recollection as to the 
proposal then under consideration there acted upon hy 
that Commission, being a staff proposal by a committiee 
composed of Chief Accountant Bickley, Chief Examiner 
Matthews, Chief Economics Moorehouse, and Chief En¬ 
gineer Giullou. 

Does that refresh your recollection? j 
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A. This opinion by Commissioner Lilienthal says that 
“in lieu of the usual public hearings, the labor of 

2430 attempting to reconcile differences of opinion or 
clearing up ambiguities has been done for the most 

part by means of conferences between a Commission com¬ 
mittee (composed of Chief Accountant Bickley, Chief Ex¬ 
aminer Matthews, Chief Economist Moorehouse, and Chief 
Engineer Giullou) and a utility committee of accountants 
and executives.” 

So far as I can recall, there was nothing in the way of 
a formal committee made up of members of the Commis¬ 
sion’s staff. Earlier in this opinion, Commissioner Lilien¬ 
thal says: “In an order entered on October 13, 1931, we 
submitted to the Class A electric utilities a proposed new 
classification of accounts prepared at our direction by 
Chief Accountant Bickley. This classification had been 
the subject of extended conferences between a committee 
of company accountants and Mr. Bickley, and within the 
Commission’s staff.” 

Following my preparation of the System of Accounts, it 
was submitted to utilities and conferences were held with 
representatives of the committee, which conferences were 
attended by Mr. Matthews, Mr. Moorehouse, Mr. Giullou, 
and one of the conferences at least by two members of the 
Commission, namely Chairman Kroneshage and Mr. Lilien¬ 
thal. 

The meetings with these gentlemen as a group took 
place largely, to the best of my recollection, in the attend¬ 
ance of the representatives of the utilities. 

Q. Mr. Lilienthal that is referred to is the present 

2431 chairman of the U. S. Atomic Energy Commission ? 

A. He is. 

Q. I have here that 1931 revision, and I would like to 
have you refer to that, if you care to again, but also 
page 265 of the opinion of Commissioner Lilienthal to which 
I have previously referred where he states that the instant 
order, referring to the order which adopts the ’31 revision, 
“gives no consideration to fixed capital accounts”, and 
ask you whether you are able to state now whether the 
acquisition adjustment account, or the purchase adjustment 
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account, as it was then known, was or was not a capital 
account at that time? 

A. Now it comes back to my mind. I suppose when Mr. 
Lilienthal says that no consideration was given to the fixpd 
capital accounts, he meant that there was no revision of 
the primary plant accounts—that is, the classified accounts. 

Now, my recollection is that the acquisition adjustment 
account was- 

Q. Perhaps you would like to look at No. 359. 

A. Yes, sir. The acquisition adjustment account, known 
in this system as fixed capital purchase adjustment, became 
one of the primary plant accounts rather than either a 
main subdivision of utility fixed capital, or as a separate 
balance sheet account. 

The 300 accounts were the fixed capital accounts, 

2432 and this was inserted in this system as one of the 
primary plant accounts. That was not my original 

proposal. It was the procedure followed, and serves sub¬ 
stantially the same purpose. 

Q. Without asking you for the complete text of that 
Account 339, I would like to refer to the portion of the 
text of that account which is referred to in Commissioner 
Lilienthal’s opinion, and ask you whether, as there stated, 
it did provide that in that account there should be included 
“the difference between (a) the amount approved by the 
Public Service Commission for the purchase of any utility 
plant or property constituting an operating unit or systetn 
and (b) the actual original cost of constructing and in¬ 
stalling such plant, less the amount or amounts standing 
in the depreciation or retirement reserve or any similair 
reserves and accounts of the vendor pertaining to the 
property at date of acquisition. If the actual original cost 
is not known, the entries in this account shall he based 
upon an estimate of such cost. In lieu of this method there 
may be followed such other procedure as the Commission 
may direct in specific acquisition cases.” 

A. Yes, sir, that is what it says, and in Wisconsin all ac¬ 
quisitions by one utility of the property of another 

2433 utility are passed upon by the Commission, and 
it is for that reason that the language is used, “thb 
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amount approved by the Public Service Commission for 
the purchase.” 

Now, with respect to the last sentence of this paragraph, 
“In lieu of this method, either—”, that was injected be¬ 
cause this was a new idea, and I suppose the Commission 
didn’t want to bind itself too rigidly to the procedure until 
it had an opportunity to explore the subject further. 

Q. This provision, by being limited to future acquisi¬ 
tions which would necessarily be at purchase prices ap¬ 
proved by the Commission, dealt only with total amounts 
which had been approved as purchase prices? 

A. I don’t understand. 

Q. Dealt only with total amounts; that is, the amounts 
to be segregated between original cost and excess over 
original cost were in every case total amounts which would 
have been approved by the Commission. 

A. I am not sure I understand your question. 

Q. I am sorry. Let me try to reframe it. My point is 
that as adopted by the Wisconsin Commission in ’31, this 
fixed capital purchase adjustment applied only to future 
acquisitions. 

A. That is so. 

Q. And future acquisitions necessarily were subject to 
Wisconsin Commission approval as to the price which 
2434 would be paid? 

A. Yes, but acquisitions in Wisconsin had to have 
the approval of the Commission for many years prior to 
this date. 

Q. I am not inquiring into that at the moment, but by 
being limited to acquisitions which would thereafter be¬ 
come subject to Commission approval, the amounts in¬ 
volved were in every case amounts which the Commission 
would have approved as an acquisition cost? 

A. Yes, sir, just as acquisitions that had already been 
made had the approval of the Wisconsin Commission. 

Q. If they had taken place after the law which required 
Wisconsin Commission approval of the acquisition. 

A. And if my recollection is correct, that had been for 
many years in Wisconsin, but if I understand correctly 
what you have in mind, this procedure was applied only to 
future acquisitions, and those acquisitions, just as ac- 


quisitions for many years in the past, were subject !to 
the approval of the Wisconsin Commission. 

Now, the approval as to purchase price was not always 
directly in connection with the acquisition, but sometimes 
made in connection with the issuance of securities to finance 
the acquisition. Quite often the two cases were combined 
to approve the property purchase and to approve the 
financing of it. 

Q. The problem then was not faced of dealing with 

2435 total amounts paid under acquisitions not approved 
by the Wisconsin Commission? 

A. Well, we faced the problem, and I was urging the 
application of the method to all the property of the utility 
irrespective of when it had been acquired, but because, hs 
I said, the idea was a new one, the Commission thought 
it ought to go a little slowly in adopting the new id6a. 
But I was given assurance that I would he permitted |to 
continue my studies and to present the case in favor of 
applying it to all acquisitions. 

Q. Now, why were you urging that? 

A. Because to me the original cost procedure is merely 
a reclassification of all the property on the books of a 
company. 

If your question is why did I recommend the original 
cost procedure, that is a different story, and I will try 
to go into it if you wish me to, but I believe I have covered 
that subject pretty fully in a paper I wrote on original 
cost in Public Utilities Accounting. 

Q. We may have some occasion to refer to it again, arid 
possibly to the paper. 

When you then used the term “original cost”, was jt 
used to mean cost to the first user, or cost to the person 
first devoting to public service? 

A. I am not sure how it was expressed, but I had 

2436 in mind the cost to the person first devoting tlje 
property to public service, and I can’t recall the 

exact language there. It probably wasn’t as clear-cut as 
it might have been. 

Q. Why did you have that in mind? 

A. Because that was the base that I was seeking. The 
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cost to the person first devoting the property to public 
service. 

Now, I believe the language of the System of Accounts 
for telephone companies is somewhat different in that 
respect from the language in the Federal Power Commis¬ 
sion’s System of Accounts and the system adopted by the 
National Association of Railroad and Utilities Commis¬ 
sioners. 

This subject was one of evolution, and it seems to me 
that even though the language in the telephone system 
is somewhat different from that in the electric system, they 
mean the same thing. 

Q. Yes. I believe you said a moment ago in your answer 
that you used the concept of cost to the person first devot¬ 
ing to the public service because that was what you were 
seeking. 

Now, my point is why were you seeking that? 

A. In the first place, all property constructed by a 
utility itself is expressed at original cost. In order to have 
a common basis for the classification of all property, and in¬ 
asmuch as original cost is the only common basis, I believe 
it would be desirable to state all of the property owned 
2437 on that basis, both the property constructed and 
the property acquired by purchase, merger, con¬ 
solidation, liquidation, or otherwise. 

Q. By a common basis, you mean so as to permit of com¬ 
parability with a minimum of error, a minimum or lack of 
analogy? 

A. All comparisons of cost date are of course quite 
limited. Comparability as to construction cost or property 
constructed by the utility depends upon the time, the cir¬ 
cumstances and the condition of construction. 

The original cost of property built today is much more 
than the original cost of property huilt even five years ago, 
and certainly ten years ago, so that there are limitations 
in any kind of financial or accounting comparison. 

But in so far as original cost is concerned, there is a com¬ 
mon concept. We may say it is the cost of property first 
devoted to public service, and we apply that concept to prop¬ 
erty constructed by the utility as well as to property pur- 
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chased by the owning utility, and the comparability stops 
with a common definition of original cost. 

Now, you can compare property constructed today with 
property constructed ten years ago, and you will find tlnfre 
are differences, we will say, on the basis of cost per kilo¬ 
watt installed, and then you seek an explanation, if that! is 
the nature of the inquiry, as to why the cost per kilo- 

2438 watt of capacity is more today than several years aio. 

Q. Recognizing the differences which enter in bn 
account of, among other things, time differences, differences 
in the time or date of construction of the property—I sav 
recognizing that, did you feel that original cost provided 
a higher degree of comparability than use of cost to t|ie 
first user would have? 

A. Well, the cost to the first user would be the original 
cost, unless you were thinking of land purchased by a man¬ 
ufacturing company and used for manufacturing purposes. 

Q. If it had been used by someone other than a public 
server? | 

A. Oh, yes, I believe that the cost, the original cost shohld 
be the cost of the property when first devoted to public ser¬ 
vice. Otherwise, we would get into the position—which libs 
often been used as a criticism of original cost, and why it 
has been called “aboriginal”—where you get back to the 
purchase of the land from the Indians in New York. 

I saw the possibility of pursuing this thing to an absurd¬ 
ity, and I felt that that should be avoided, not only bccaupc 
it was absurd, but because I didn’t think it was as sound as 
basing it on cost when first devoted to public service. So 
when folks refer to this as “aboriginal cost”, while I donj’t 
like it for one thing, I don’t think it is correct, in the second 
place. 

Q. Where would a direct write-up have been i^e- 

2439 corded under the 1931 Wisconsin revision ? 

A. It would not have been recorded according to 
my views. That is, a direct write-up departs from cost, 
and inasmuch as the 1931 system, as well as the old 1923 
system, is based on cost to the accounting company, any 
write-up was not provided for in the System of Accounts. 

Q. Certainly it should not go in plant account ? 
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A. No, as long as we adhere to cost in accounting for 
fixed property. 

• ••*••• 

2440 Q. Showing you page 266 of the opinion of Com¬ 
missioner Lilienthal to which I previously referred, 

I would like to ask you whether one of the purposes of the 
Wisconsin Commission’s adoption of the fixed capital pur¬ 
chase adjustment account was to minimize variations in cost 
records merely by reason of changes in ownership of the 
plant? 

A. This paragraph to which you have referred reads, 
“This represents a new departure in public utility account¬ 
ing practice. The purpose of the account is to perpetuate 
records of original cost of the property which have been 
built up under a system of Commission regulation of ac¬ 
counts (in accordance with the principles referred to earlier 
in this opinion) and to minimize variations in cost records 
merely by reason of changes in ownership of the plant. ’ ’ 

Well, of course this system of accounts and the present, 
system of accounts do not minimize or do they eliminate 
variation in cost records. The minimization or vari- 

2441 ation would he only in the primary or classified plant 
accounts, but variations would still obtain there, 

again depending upon time, conditions and place of con¬ 
struction. 

Q. Then I take it—or am I correct in taking it—that you 
did not agree with Commissioner Lilienthal’s statement? 

A. No, I think it is a matter of understanding what Mr. 
Lilienthal was referring to. It seemed to me he was just 
expressing this idea of a common concept for the classifi¬ 
cation in the primary plant accounts of all property owned 
by the accounting utility. 

Q. Well, now, I would like to separate the compound sen¬ 
tence which you read into the record a moment ago from 
Commissioner Lilienthal’s opinion, and putting aside for 
one moment the first half of the compound sentence, to ask 
you whether you agree to this portion of it: “ The purpose 
of the act is—”, and then I omit the first part of the com¬ 
pound sentence and continue quoting—“to minimize vari- 
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ations in cost records merely by reason of changes in owner¬ 
ship of the plant.” 

A. It has that effect, and I agree with that. 

Q. Now, how does it have that effect? How did this change, 
which was adopted and which Commissioner Lilienthal is 
discussing, how did it have that effect? 

A. The procedure has that effect because original 
2442 cost is not determined by changes in ownership. | It 
is cost to the person first devoting the property! to 
public service, and that cost will not change if there were 
one transfer of property or a dozen transfers of property. 

The original cost for property remaining at the time! of 
each transfer would be the same. 


Q. Then if I understand you correctly, variations in cbst 
records merely by reason of changes in ownership of the 
plant would be minimized, if they were minimized by disre¬ 
garding by some method the excess over original cost ajnd 
attributing importance or directing attention to the original 
cost part of the total figure. Is that correct? 

A. Well, if that is what you read out of Commissioner 
Lilienthal’s statement, then I do not agree with that state¬ 
ment, because variations in cost would not be minimized, fior 
eliminated by this system of accounts. 

The variation in unit costs based on original cost would 
be minimized. I think, to convey the thought, it might be 
better to say that under this system of accounts original 
cost would remain the same irrespective of ownership, but 
original cost is not the total cost. Total cost is what is phid 
for property, and that might be more or less than original 
cost, and this system of accounts—that is the 1931 or ’32 
system—the present system and no other system is goingjto 
get rid of variations in cost even though such varia- 
2443 tions result only from changes in ownership. 

Property is not transfered from generation to 
generation at the same price. Original cost is not the ba$is 
on which properties are bought and sold, if my experience 
in valuing properties is of any importance. 

Q. When in your last answer you said variations in ufiit 
costs based on original costs would be minimized, do I 
correctly understand that you mean that under this system 
as revised in 1931, insofar as original cost is segregated 
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from excess over original cost, and separately stated, unit 
costs derived from the original cost part of the figures 
would minimize variations. Is that correct? 

A. Well, I would express it this way, and I think I am 
expressing what I hope is on your mind, that when all prop¬ 
erty, whether constructed or acquired by purchase or in 
some other way is expressed at original cost, then unit costs 
in relation to such original cost eliminate considerations of 
transfer of property, and go back to what we will say were 
the original construction conditions, prices, and so on, and 
assuming further that when the property was first built, it 
was then first devoted to public service. It has the effect of 
eliminating influences of transfers in ownership, but of 
course it does not eliminate variations in cost when the 
costs were originally incurred, and it doesn’t eliminate in¬ 
vestments costs, or the influence of transfers of property 
on investment costs. 

2444 I have felt at times that the critics of this original 
cost procedure have had a too limited view of its 
nature and purpose. A system of accounts will not change 
cost. Cost is determined by economic considerations, and 
largely by bargaining on the market place, or bargaining 
under conditions comparable to competitive price fixing. 

Now, a system of accounts isn’t going to change that fact. 
All that a system of accounts can do is record it. 

Q. And what was meant by minimizing variations in cost, 
whatever was meant was dependent on the disregarding for 
particular uses of these excesses over original cost? 

A. Well, if there is anything like that nature implied by 
Commissioner Lilienthal’s language, then I cannot agree 
with that. Commissioner Lilienthal was not an accountant, 
but he was and is a very astute and capable gentleman, and 
even we accountants were dealing with a new subject, as 
the Commissioner certainly saw and stated in his opinion. 

Q. On page 206, Mr. Lilienthal says, “As far as feasible 
and practical a given account should have the same mean¬ 
ing at all times for all companies of the same class.” 

Would you agree with that as one of the purposes of this 
1931 revision? 
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A. Yes, I think that merely expresses the principle of 
a classification of accounts. 

Q. Would you further agree with the next state- 
2445 ment I have marked, which reads, “As a corollary, 
an extension of this principle capital account, par¬ 
ticular fixed capital, should reveal original costs.” 

A. I agree with it as far as it goes, but it ought toj go 
further. 

Q. All right. 

And I believe Commissioner Lilienthal had a further 
consideration in mind, namely that the accounts ought to 
record cost to the accounting utility. If he believed other¬ 
wise, they would have tried to limit all property accounts 
to original cost, and I am quite sure Commissioner Lilientjhal 
or Chairman Kroneshage would not have fallen for shell 
an idea. They were pretty practical businessmen. 


2453 Q. If amounts classified in Account 100.05 are 
treated as tangibles and amortized over the life of 

2454 the properties with which associated by some com¬ 
panies, while others treat them as intangibles and 

amortize them over periods of not to exceed fifteen years, 
where the amounts are similar in nature and the circum¬ 
stances attendant upon their disposition are otherwise 
similar, would you say there has been achieved the maxi¬ 
mum degree of uniformity of the accounts consistent with 
the facts? 

A. Well, either the facts are inconsistent according; to 
your statement—that is, the facts are not the same—or, 
if they are the same, then the treatment of the accounts! is 
inconsistent. 

Q. And if the treatment is inconsistent then there has 
been a lack of the maximum uniformity consistent with the 
facts? 

A. If the facts are the same and the treatment varies, 
there is a lack of uniformity in result with respect to the 
same facts. 

Q. Would the regulatory purposes which the Wisconsin 
Public Service Commission sought to accomplish in 1930 he 
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accomplished if such differences in dealing with amounts 
under uniform circumstances exist? 

A. As I understand your question, you were asking if, 
assuming that all facts and conditions are the same but 
there is a difference in treatment of the same amount, would 
there be that uniformity or comparability which the 
2455 Wisconsin Commission sought to obtain? My answer 
is there would not be uniformity because the treat¬ 
ment of the same facts under the same conditions varies. 


2457 Q. Yes. Now, in Commissioner Lilienthal’s opin¬ 
ion, to which I have previously referred, the state¬ 
ment occurs on page 266: 

“It will be noted that instead of requiring the use of 
a specified method for the retirement of items in the 
account, we have left this question open to be deter¬ 
mined in each acquisition case (arising under Section 
196.80, Wisconsin Statutes) as it comes before 

2458 the Commission.” 

I think I can stop reading there. Is that your recollection 
of the situation ? 

A. Yes, but this doesn’t depart in the slightest from 
what I have said. 

The Commission is saying here that it would wait until 
an acquisition problem came before it, and would then 
decide what method should be followed in treating the 
acquisition adjustment item. 

Q. Or what method would be followed in retiring it? 

A. Or anything else. And there again, Mr. Wahren- 
brock, is where the regulatory commissions got into a lot 
of trouble, you will recall, because utilities said that when 
Account 100.5 was to be depreciated, amortized, or other¬ 
wise disposed of, there would be nothing to do but to dispose 
of it and they said if it was to disposed of it would have 
to be surplus, and the commission people—they said other¬ 
wise. They said the system of accounts didn’t mean that at 
all. Now, I would assume—and I am sure these gentle¬ 
men would have in mind that they would dispose of the 
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item according to the nature of it—the same as they wofild 
provide for the original cost portion of the same thing. 

Q. That is what differentiated the Wisconsin provision 
from the New York provision—the provision of the system 
of accounts prescribe by the New York Comniis- 

2459 sion, I believe you stated in 1934—I am personally 
not familiar with the date. 

A. I think I am right. Yes, and after the Wisconsin 
Commission system to this extent was revised, I heard of 
what the New York Commission was proposing, and I said 
it was wrong. In the first place, they put property invest¬ 
ment in a suspense account. I didn’t agree with that be¬ 
cause I believed then as I believe now, and I believe it! is 
generally believed, that the total investment in fixed prop¬ 
erty ought to he carried in a fixed property account. 

The New York Commission simply failed to do that, and 
then they set up a system which in effect required that this 
suspense account be charged off to surplus. I expressed 
complete disagreement with that procedure because flie 
New York Commission was going far beyond any souind 
purpose of the original cost method. They were failing 
to recognize that all the original cost method proposed v[as 
to break a total purchase price into two parts—the original 
cost portion and the difference. 

Now, when you split the same thing into two parts, you 
don't change the nature of it. I am not getting into an 
abstract discussion of that, but as far as the practical appli¬ 
cation is concerned, what is done with the original cpst 
portion ought to be done with the acquisition adjustment 
portion. 

That is what I believed then and that is wha^; I 

2460 believed the New York Commission failed to recog¬ 
nize. 

Q. You agreed with what the Wisconsin Commission did 
at that time as far as it went? 

A. As far as it went, yes, sir. 

Q. Did you regard that revision as a significant one? 

A. Yes, I think it was significant, but not unique. The 
system of accounts already had the idea in it. With respect 
to franchises, Account 302, I think it is, is franchises and 
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consents. Well, the old system of accounts provided that 
there should be recorded in Account 302 the original cost of 
franchises and consents and any excess over original cost 
would go into Account 303. 

We might say that that was one thing in the old system 
on which we had to hang a hat in connection with the origi¬ 
nal cost procedure. 

Q. Well, did you regard it as a necessary change? 

A. Not completely, no, because reasonable results could 
have been obtained under the old system of accounts. Un¬ 
fortunately there is a failure to comply with the system, or 
I might say failure on the part of the regulatory commis¬ 
sions to enforce their systems. 


2461 Q. Well, would you say that it was a necessary 
departure from the previous system of accounts? 

A. No, sir, I would question if it was a necessary de¬ 
parture except that it gave a common basis for the classifica¬ 
tion in the primary plant accounts of all property, whether 
constructed or acquired. It was helpful in connection with 
the regulation of rates, because the procedure provided two 
things of importance in connection with regulation of rates 
under a fair value doctrine, namely original cost and invest¬ 
ment cost. 

Q. Well, is the effect of your exception in your last an¬ 
swer that it was a necessary departure from previous sys¬ 
tems of accounting? 

A. I would say it was a desirable departure. 

Q. But not necessary? 

A. Not wholly necessary. 

Q. But necessary? 

2462 Q. I ask you whether in testifying in the Montana 
Power Company case, at page 948 of the transcript 

as printed for the appeal which was never perfected and 
completed in that proceeding, in Volume II, in response to 
a similar question put to you, you said: 

“I regarded it as a departure. I did not consider it 
as a radical departure. In my judgment it was a 
necessary departure.” 
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A. I so testified. 

Q. That was your direct testimony, was it? 

A. That was my correct testimony, and I would modify 
that statement now, and if I had thought about it further 
then I would have modified it at that time. 

Q. I believe you misunderstood my last question. I 
didn’t say that was your correct testimony; I said that was 
your direct testimony in that case. 

A. Well, I didn’t look. If you say it was my direct testi¬ 
mony, that is all right. 

Presiding Examiner: It doesn’t make any difference 
whether it was direct or what. 

A. I might have given it differently if I had given more 
thought to it. 

Mr. Wahrenbrock: The reason I have pointed out tfiat 
that was given in his direct testimony in that case 
2463 is because the direct testimony there, as here, had 
been previously prepared, and there was no question 
of offhand lack of consideration such as there might be in 
the case of a question answered hastily. 

• •••••• 

2469 Q. Mr. Bickley, I show you the Wisconsin Comntis- 
sion’s Systems of Accounts, both the 1923 and the 
1931 revision, and ask you whether there was in those 
systems an account through which disposition of amounts 
classified in the fixed capital purchase adjustment accoqnt 
might be disposed of; and I direct your attention particu¬ 
larly to Account 435, I believe, in the one, and 436 in the 
other. I have forgotten which is which, however. 

Will you recognize what I am addressing my remarks to? 

A. Yes. The Wisconsin Classification of Accounts for 
the Electric Utilities, effective January 1, 1923, contains 
an income account, No. 435, and a caption “Miscellaneous 
Amortization Chargeable to Income.” That same account 
appears as Account 436 in the Wisconsin System, effective 
January 1, 1932. The only difference is in the account 
number. 
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The 1923 account, No. 435, provides that it shall included 

“Such amounts as the accounting company may be 
required to charge to income in amortization of in¬ 
tangible book value or other items carried among its 
assets.” 

Inasmuch as the original cost procedure was not in 

2470 effect during the period in which the 1923 system 
was effective. Account 435 could not have been appli¬ 
cable to items which are now carried in the acquisition ad¬ 
justment account or which were to be included in that 
account under the 1931 system. 

In the 1923 system, or under that system, amounts ex¬ 
pended on intangible property were included in the intangi¬ 
ble accounts under the fixed capital accounts, those intan¬ 
gible accounts being organization, franchises, and miscel¬ 
laneous intangible capital. 

Under the 1923 system there would not have been included 
in the intangible accounts all items which might find their 
way into the acquisition adjustment account under the 1931 
and later systems. Consequently, the old account 435 was 
based on an entirely different concept of recording. 

Under the 1931 system, which provided this same account, 
but numbered 436, any amortization of acquisition adjust¬ 
ments to be charged to income rather than to expenses 
would be included in the account known as miscellaneous 
amortization chargeable to income; but the same system— 
that is, the 1931—provided for amortization as an operating 
expense. 

Q. What was the account which provided for amortiza¬ 
tion as an operating expense? 

A. Account 404. 

Q. What is the title of that account? 

A. Amortization Expenses. 

2471 The 1931 system provided as Account 404, Amorti¬ 
zation Expenses, and that was to include the total of 

Accounts 811, 812, and 813. Account 811 in the 1931 system 
was amortization of fixed capital purchase adjustment. 
Account 812 was amortization of limited term utility invest¬ 
ments. Account 813 was amortization of property losses 
chargeable to operations. 
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These three accounts do not appear in the same form in 
the earlier system. 

Q. The principal difference between Account 404 and 
Account 436 in the 1931 system being that Account 404 is a 
charge above the line of fair return, as you have used the 
expression, and Account 436 is below the line of fair return? 

A. That is substantially correct. 

Q. The 404 is an operating expense; the 436 an income 
deduction ? 

A. An income deduction, yes. 

Q. Both were available for use in disposition of amounts 
classified in the fixed capital purchase adjustment account 
as the Commission should direct? 

A. Yes, sir, just as both, or the equivalent of those two 
accounts, are available for disposition, if disposition isj to 
be made by write-off some way of amounts carried in Ac¬ 
count 100.05 under the present systems of accounts. 

Q. 404, in the 1931 system, corresponded in that 
2472 respect to Account 505 in the Federal Power Comniis- 
sion’s present system of accounts; and 436 in the 
1931 Wisconsin system corresponded to Account 537 in |he 
present Federal Power Commission’s system of accounts! is 
that correct? 

A. Yes, sir. I think the present operating expense chaifge 
for amortization is 505. I don’t recall that. I understand 
that is correct. We are talking about the same account. 

Q. Yes. 

A. Regardless of number. 

• •***•* i 

2476 Q. What I was seeking to elicit was whether in 
connection with any particular acquisition of prop¬ 
erty or financing which came before the Commission after 
the 1931 revision had been adopted, you made specific 
recommendations as to the disposition which should |be 
made of the amount classified or to be classified in the fixjed 
capital purchase adjustment account in accordance with tjhe 
1931 revision? 

A. I don’t recall any such case coming before the Com¬ 
mission. 
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2498 Q. No, Mr. Bickley, that is not the question. The 
question is what should you do with the intangibles 

which you said should also be amortized over the life of the 
enterprise, and that is the question, Mr. Bickley, I would 
like to have you answer. 

A. Fine. I have said that if there are intangibles that 
are associated with the life of the enterprise, they should 
be amortized over the life of the enterprise; but in the 
specific situation I was discussing, there are no intangibles. 

Now, we are assuming a condition—I don’t know what 
the condition is, but it has to be the condition of a going 
utility concern that was acquired by a new owner, 

2499 and that the purchase price by the new owner was in 
excess of the original cost; that such excess over 

original cost could not be associated with physical property, 
but was an intangible; that there is no evidence of a limited 
life on the intangible, but we then find—or we will sup¬ 
pose it is known at the outset—that the enterprise has a 
limited life. 

I said in that event the whole investment ought to be 
amortized over the life of the enterprise. 

Now, if under those conditions in which we will assume 
that from the time of acquisition an enterprise is estimated 
to have a life of twenty-five years, then all physical prop¬ 
erty acquired at that time, or subsequently acquired, ought 
to be depreciated over that twenty year period. Any in¬ 
vestment in intangible property ought to be depreciated. 

We come to the end of the nineteenth year, and the new 
development takes place, and your question is what do you 
do with the intangibles. I say we can do with the intangibles 
what we do with the tangibles, because the tangibles have 
been revitalized, and given a longer life than was normally 
expected, which means in brief that the enterprise goes on 
to a longer life, and if the enterprise goes on for a longer 
life and the tangible properties go on to that longer life, 
so may the intangibles. 

Q. Now, is the intangible then, which goes on to 

2500 that longer life, the same intangible which was 
originally to be amortized over the nineteen year 

period ? 
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A. Just as the physical property was the same physical 
property. It is an intangible associated with earnings jqst 
as the tangible property derives its value in earnings, and 
the tangible property is revitalized because the earnings 
go on. 

Q. The basis for the earnings underlying the intangible 
is a new basis? j 

A. It doesn’t make any difference whether it is a new 
basis or the same basis. It is still an electric utility enter¬ 
prise. 

One might just as well say if an electric utility starts with 
a fifty percent residential load, or we will say a seventy-five 
percent residential load, and the business grows and finally 
there is a seventy-five percent industrial load, that the busi¬ 
ness has changed. The business hasn’t changed. It is still 
an electric utility operation. The relative importance of 
things has changed. 

• •••*•• 

2502 Q. No. My question is, Would it be reasonable to 
assume with respect to tangible property in existence 

for which a cost has been incurred, when there is no positiye 
evidence as to its fife, that its fife is indeterminate, or uh- 
limited? 

A. It would not be reasonable to assume that. 

Q. Why not? 

A. That tangible property has no indeterminate fife. 

Q. Has indeterminate fife? j 

A. Has indeterminate fife, because the assumption is that 
tangible property—tangible replaceable property—does 
have limited fife. I believe that is the general and basic 
assumption with respect to tangible replaceable property. 
It may be difficult to estimate fife, yet the assumptioh 

2503 is that all tangible replaceable property is on the 
march to the junk heap or the graveyard, according 

to Professor Hatfield or Moore—I am not sure which, jl 
think it was Hatfield—who said that. 

A good example of that, of course, is a concrete dam. 
There is so little experience on the fife of big dam structure^ 
that we don’t know very well how long they are going to 
five, but nevertheless it is generally assumed that the lifq 
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will be limited. A more or less arbitrary period of depre¬ 
ciation is accepted. 

I believe T. Y. A. has assumed life on its concrete dams 
as seventy-five or a hundred years. T. V. A. doesn’t know— 
I don’t know who does know—whether the life is going to 
be seventy-five, a hundred years, or two hundred years. 
But we start with the assumption that tangible replaceable 
property does have limited life. 

Q. And in the case of intangibles, you start with the oppo¬ 
site assumption, do you, that they have perpetual life, un¬ 
limited life, or at most, life limited only by the life of the 
enterprise? 

A. We start with that assumption if there is no positive 
evidence to the contrary, and we start with that assumption 
because the nature of the property is different. 

Q. Will you explain that? In what respects is the nature 
of the intangible different from the tangible so as to 
2504 justify the contrary assumption? 

A. I don’t know if I can answer that, but I will try, 
Mr. Wahrenbrock. 

Q. That is fundamental, isn’t it, to your thinking here ? 

A. Fundamental to my thinking? Well, one thing is 
fundamental, and I will see if anything else is fundamental. 
First there is fundamental the assumption that the depre¬ 
ciable property does have limited life. Now, depreciable 
property is replaceable property. You might have one, 
two, or fifty cycles of depreciable property performing the 
same function. There is no connection except in the in¬ 
stance we discussed between the life of the physical replace¬ 
able property and enterprise life. 

Our assumption—the basis of the assumption—is that the 
tangible replaceable property does have limited life. We 
then move over to a different kind of property, namely, 
intangibles—the general intangibles—such as organization 
expense or intangibles of the same general character as 
organization expense, and with respect to which we have 
no positive evidence of limited duration. 

I say that it is fundamental to associate those intangibles 
with the enterprise. Does that answer the question, Mr. 
Wahrenbrock? 




